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The rulings reported in the Internal Reveuue Bulletin are for tbe information of taxpayers and their counsel as 
showing the trend of official opinion in the administration of the Bureau o( Internal Revenue; the rutfngs other than 
Treasury Decisions have none of the force or effec of Treasury Decisions and do not commit the Department 'o 
any interpretation of the law which has not been formally approved aad promulgated by the Secretary of the 
Treasury. Each ruling embodies tbe administrative application of the law and Treasury Decisions. to the entire 
state of facts upon which a parficuiar case rests. It is especiaffy to be noted that the serac resrdt wnl not neccs- 
sarilp be reached in another case unless all the material facts are identical with those of the reported case. As it is 
not alwaps feasible:o pubbsh a complete statement of the facts underlfsng each ruling there csn be no assurance 
that anp new case is identical with the reported case. As bearing out this distinction, it map. be observed that the 
rulings pubhshed from time to time may appear to reverse rulings previously published. 

Officers of the Bureau of Internal Revenue are especially cautioned against reaching a conclusion in any case 
merely on the basis of similarity to a published ruling. and should base their judgment on the application of all 
pertinent provisions of the law and Treasury Decisions to all the facts in each case. These rulings should be used 
as aids in studying the law and its formal construction as made in the regulations and Treasury Decisions pre- 
viously issued. 

In additioa to publishing all Internal Revenue Treasury Decisions, it is tbe poffcy of the Bureau of Internal 
Revenue to publish an rulings snd decisions, inc!uding opinions of the Chiel Counsel tor the Bureau of Internal 
Revenue, which. because thep announce a ruling or decision upon a navel question or upon a que tion in regard 
to which there exists no previously published ru" ng or decision, or for other reasons, are of such importance as 
to be of general interest. It is aiso the po!icy of the Bureau to publish all rulings or decisicns which revoke. 
modifp, amend, or affect ia any manner whatever miy published ru!ing or decision. In many instances opinions 
of the Chief Counsel for thc Bureau of Internal Revenue are net of general interest because they announce no 
new ruling or new constrnction of the revenae laws bat simply apply rulings already made public to certain 
situations of. fact which are vrithout special significance. Itis not the policy of the Bureau to prblish such opinions. 
Therefore, the numbers assigned to the pub'lished opinions of the Chief Counsel for the Bureau of Internal 
Revenue are not consecutive. . No anpublished ruling or decision wilt be cited or relied upon by sny officer er 
emplopee of tbe Bureau of Internal Revenue as a precedent in tbe disposition of other cases. Unless otherwise 
specificany indicated, all pubnsbed rulings and decisions have received the consideratioa and approval of the 
Chief Counsel for the Bmeau of Internal Revenue. 
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The Internal Revenue Bulletin service for 1948 will consist of 
bulletins issued every other week and semiannual cumulative bu', letins. 

The. bulletins will contain thc rulings and decisions to be made 
public and all Treasury Department decisions (known as Treasury 
Decisions) pertaining to Internal Revenue matters. The semiannual 
cumulative bulletins will contain all rulings and decisions (including 
Treasury Decisions) published during the previous 6 months. 

The complete Bulletin service may be obtained, on a subscription 
basis, from the Superintendent of Documents, Government Printing 
Office, Washington 25, D. C. , for $2. 50 per year; foreign, $3. 75. Single 
copies of the Bulletin, 10 cents each. 

New subscribers and others desiring to obtain the 1919, 1920, and 
1921 Income Tax Service may do so from the Superintendent of Docu- 
ments at prices as follows: Digest of Income Tax Rulings No. 19 
(containing digests of all rulings appearing in Cumulative Bulletins 
1 to 5, inclusive), 50 cents per copy; Cumulative Bulletins Nos. 1 to 5, 
containing in full all rulings published sjnce April, 1919, to and includ- 
ing December, 1921, as follows: No. 1, 30 cents; No. 2, 25 cents; No. 3, 
30 cents; No. 4, 30 cents; No. 5, 25 cents. 

Persons desiring to obtain Sales Tax Cumulative Bulletins for 
July-December, 1921, may procure them from the Superintendent of 
Documents at 5 cents per copy. 

Persons desiring to obtain the Internal P«evenue Bulletin service for 
the years 1922 to 1947, inclusive, may do so at prices as follows: 

Year. 
Cumulative Bulletin. 

Price (cents). 
First 6 months. Second 6 months. 

1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 
]938 
1939 
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1944 
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1946 
1947 
1948 

«I-1 
'II — 1 

«III-1 
«IV — 1 
'V-1 
VI-1 

VII-1 
VIII — 1 

IX-1 
*X-1 
XI — 1 

«XII-1 
XIII-1 

'XIV-1 
XV-1 

'1937 — 1 
«1938 — 1 

1939-1— 
Part 1 

'Part 2 
1940-1 
1941-1 
1942-1 

1946-1 
1947-1 
1948-1 

«I-2 
«II-2 

*III — 2 
«IV-2 
«V-2 
VI — 2 

VII-2 
VIII — 2 

IX-2 
«X-2 

'XI-2 
«XII-2 

'XIII — 2 
«XIV-2 

XV — 2 
1937-2 
1938-2 
1939-2 

1940 — 2 
1941 — 2 
1942-2 

1946-2 
1947-2 

40, 30 
30, 40 
50, 50 
40, 35 
40, 30 
40, 40 
35, 50 
50, 55 
50, 50 
65, 30 
30, 55 
30, 50 
50, 60 
50, 50 
55, 45 
60, 50 
60, 50 

60 
50 
$1 

30, 60 
45, 60 
40, 60 
$1. 25 
$1. 50 

$1 
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*The asterisk (') indicates the supply of that publication is exhausted. 
4 House, Senate, and conference reports on revenue bills from October 8, 1913, to Revenue 

Act of 193B, inclusive; and on amendments thereto. 

Persons desiring to obtain the service in digest form may do so at 
prices as follows: Digest No. 13 (1922 — 1924), 60 cents; Digest No. 17 
(1925). 25 cents; Digest, No. 21 (1926), 15 cents; Digest No. 22 (1925- 
1927), 35 cents; and Digest A (income tax rulings only, April, 1919, to 
December, 1930, inclusive), $1. 50. 

All inquiries i11 regard to these publications and subscriptions should 
be sent to the Superintendent of Documents, Government Printing 
Office, Washington 25, D. C. 



INTRODUCTORY NOTES. 

The Internal Revenue Cumulative Bulletin 1948 — 1, in addition to 
all decisions of the Treasury Department (called Treasury Decisions) 
pertaining to Internal Revenue matters, contains opinions of the 
Chief Counsel, and rulings and decisions pertaining to income, estate, 
gift, sales, capital stock, excess profits, employment, social security, 
and miscellaneous taxes, and legislation affecting the revenue statutes, 
as indicated on the title page of this Bulletin, published in the 
Bulletins (1948, Nos. 1 to 13, inclusive) for the period January 1 to 
June 30, 1948. It also contains a cumulative list of announce- 
ments relating to decisions of The Tax Court of the United States, 
formerly United States Board of Tax A. ppeals, published in the Internal 
Revenue Bulletin Service from January. 1 to June 30, 1948. 

Income Tax rulings are printed in three parts. The rulings in 
Part I are printed as Part I, "A" (Internal Revenue Code) and "B" 
(Revenue Act of 1938), the law headings correspond. ing with the 
sections of the Code, as amended, and the 1938 Act, respectively, and 
the regulations headings corresponding with the section headings of 
Regulations 111 or 103 and the article headings of Regulations 101. 
Rulings under the Revenue Acts of 1937 and 1936 are printed as Part 
II, the law headings corresponding with the section headings of those 
Acts and the regulations headings corresponding with the article head- 
ings of Regulations 94. Rulings under the Revenue Acts of 1935 and 
1934 or prior Acts are printed as Part III, the law headings corre- 
sponding with the section headings of the Revenue Act of 1934 and the 
regulations headings corresponding with the article headings of 
Regulations 86. 

Rulings under Titles VIII and IX of the Social Security' Act and 
under Subchapters A and C, Chapter 9, of the Internal Revenue 
Code in force prior to January 1, 1940, are published under article 
headings of Regulations 91 and 90, respectively; rulings under Sub- 
chapters A and C, Chapter 9, of the Code in force on or after January 
1, 1940, are published under the section headings of Regulations 106 
and 107, respectively; rulings under the Carriers Taxing Act of 1937 
and under Subchapter B, Chapter 9, of the Code, are published under 
the article headings of Regulations 100; and rulings under Title III 
of the Revenue Act of 1936 — Tax on unjust enrichment — are coded 
under the sections of that Act and the article headings of Regulations 
95. 

AB B RZ VIA TI 0 NS 

The following abbreviations are used throughout the Bulletin: 

A, B, C, etc. — The names of individuals. 
A. R. M. — Committee on Appeals and Review memorandum. 
A. R. R. — Committee on Appeals and Review recommendation. 
A. T. — Alcohol Tax Unit. 

(III) 



B. T. A. — Board of Tax Appeals. 
C. B. — Cumulative Bulletin. 
Ct. D. — Court decision. 
C. S. T. — Capital Stock Tax Division. 
C. T. — Taxes on Employment by Carriers. 
D. C. — Treasury Department circular. 
Em. T. — Taxes imposed by the Social Security Act, the Carriers Taxing Act 

of 1937, and Subchapters A, B, and C of the Internal Revenue Code. 
E. P. C. — Excess Profits Tax Council ruling or memorandum. 
E. T. — Estate Tax Division. 
G. C. M. — General Counsel's, Assistant General Counsel's, or Chief Counsel's 

memorandum. 
I. R. B. — Internal Revenue Bulletin. 
I. R. C. — Internal Revenue Code. 
I, T. — Income Tax Unit. 
M, N, X, Y, Z, etc. — The names of corporations, places, or businesses, accord- 

ing to context. 
Mim. — Mimeographed letter. 
MS. or M. T. — Miscellaneous Division. 
O. or L. O. — Solicitor's law opinion. 
O. D. — Oflice decision. 
Op. A. G. — Opinion of the Attorney General. 
P. T. — Processing Tax Division. 
S. T. — Sales Tax Division. 
Sil. — Silver Tax Division. 
S. M. — Solicitor's memorandum. 
Sol. Op. — Solicitor's opinion. 
S. R. — Solicitor's recommendation. 
S. S. T. — Taxes on Employment by others than carriers. 
T. — Tobacco Division. 
T. B. M. — Advisory Tax Board memorandum. 
T. B. R. — Advisory Tax Board recommendation. 
T. C. — Tax Court of the United States. 
T. D. — Treasury decision. 
x and y are used to represent certain numbers, and when used with the word 

"dollars" represent sums of money. 

ANNOUNCEMENT RELATING TO DECISIONS OF THE TAX COURT OF THE UNITED 
STATES, FORMERLY KNOWN AS THE UNITED STATES BOARD OF TAX APPEALS. 

In order that taxpayers and the general public may be informed 
whether the Commissioner has acquiesced in a decision of The Tax 
Court of the United States, formerly known as the United States 
Board of Tax Appeals, disallowing a deficiency in tax determined by 
the Commissioner to be due, announcement, will be made in the bi- 
weekly Internal Revenue Bulletin at the earliest practicable date. 
Notice that the Commissioner has acquiesced or nonacquiesced in a 
decision of The Tax Court relates only to the issue or issues decided 
adversely to the Government. Decisions so acquiesced in should be 
relied upon by. Officers and employees of the Bureau of Internal 
Revenue as precedents in the disposition of other cases. 
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1 — 112 
113-265 
266-356 

1-383 
384-665 
666-956 

957-1276 
1277-1641 
1642-1949 
1950 — 2251 
2252-2523 
2524-2813 
2814-3026 
3027-3291 
3292-3557 
3558-3784 
3785-4052 
4053 — 4248 
4249-4487 
4488-4683 
4684-4887 
4888 — 5124 
5125 — 5338 
5339 — 5531 
5532-5961 
5962 — 6262 
6263 — 6581 
6582-6871 
6872-7224 
7225-7563 
7564-7884 
7885-8149 
8150-8459 
8460-8792 
8793 — 9118 
9119-9424 
9425-9654 
9655-9896 

9897 — 10126 
10127-10304 
10305-10548 
10549-10761 
10762-10943 
10944-1. 1138 
11139-11302 
11303-11590 
11591-11916 
11917-12200 
12201-12332 
12333-12465 
12466-12580 
12581 — 12721 
12722 — 12841 





CUMULATIVE LIST OF ANNOUNCEMENTS RELATING TO 
IjiECISIONS OF THE TAX COURT OF THE UNITED STATES 
PUBLISHED IN THK INTERNAL REVENUE BULLETIN SERV- 
KK FROM JANUARY 1, 1948, TO JUNE 30, 1948, INCLUSIVE. 

1948-13-12825 

The Commissioner acquiesces in the following decisions: 

Taxpayer. Docket No. 
Report. 

Volume. Page. 

Abraham, Benjamin ' 
Altschul's Incorporated 
American Business Credit Corporation 
Atwater ds Co. , Inc. , william C 

6431 
12317 
9906 
8999 

9 
9 
9 

10 

222 
697 

1111 
218 

Basch, Fred, estate of 
Battelle, Cora E 
Battelle, Kenneth S 
Berkshire Oil Co 
Blass Co. , Gus ' 
Blume Knitwear, Inc 
Brooklyn 4 Richmond 

Buffalo Meter Co 

Ferry Co. , Inc 

11793 
8945 
8944 
9382 
5484 

10629 

( 
11074 
11756 
11720 10 

627 
299 
299 
903 

15 
1179 
865 

83 

Carnahan, Robert L 
Carnrick, George W 
Catholic News Publishing 

Cohen, Max 

Comeaux, G. A 

o. , The C . 

12040 
12041 
9534 

12447 
12038 
12039 
12010 

j e 

9 
10 

10 

1206 
756 
73 

1156 
201 

D. 
Deming, Jr. , Robert 0 
DuPuy, Amy H. , estate of ' 
DuPuy, Charles M. 4 

10376 
10184 
6874 

383 
276 
275 

Eitel-Mc Cullough, Inc 
Emanuel et al. , Edward Cornell, executors of estate 

of Emma H. Emanuel s 

Emanuel, Emma H. , estate of s 

10001 1132 

11435 9 779 
11435 9 779 

t Acquiescence relates only to the issue involving the deductibility of unreimbursed expenses incurred in 

entertsinirg clients of the company of which the taxpayer was a director snd vice president, 
s Acquiescence relates to sll issues except the issue with respect to the deduction for charitable coutrrou- 

tions for excess profits tax purposes. 
s Estate tax decision. 
~ Gut tsx decision. 

(1) 



Ac QUIEsc ENcEs — Continued. 

Taxpayer. Docket No 
Report. 

Volume Page. 

Fegley, Catherine, estate of 
First National Bank of Bellflower 
Forcum, Vern 
Forcum-James Co 
Ford, Clarence B 
Forsythe, Sinne B 
Foster, L. Mae 
Foster, William H. , estate of 

9542 
9351 
1051 
1048 
1052 

10920 
8939 
8936 

10 
10 
7 
7 
7 

10 
9 
9 

293 
357 

1250 
1195 
1250 
417 
930 
930 

Garrett Holding Corporation 
Grace, Willis, m F 

H 
Hart, Inc. , J. J 
Harvey, Audio Gray 
Herrmann, G. C. ' 
Hirsch, Marie B 
Hollywood, Inc. , a Florida Corporation 
Houston Natural Gas Corporation (Texas), successor 

to Houston Natural Gas Corporatiou (Delaware) 
Howard, Josephine M. , executrix of estate of Ralph 

Owen Howard ' 
Howard, Ralph Owen, estate of ' 
Hurd, George F. , estate of ' 
Hurd et al. , Patricia Kendall, executrix and executors 

of estate of George F. Hurd' 

I. 
Inaja Land Co. , Ltd 

9381 
11352 

9154 
10318 
10877 
10280 
5641 

10995 

10287 
10287 
11556 

11556 

9036 

9 
10 

9 
10 
9 
9 

10 

9 
9 
9 

1029 
1 

135 
183 

1055 
896 
175 

570 

1192 
1192 
681 

681 

727 

Jeffers, William H. , administrator c. t. a. of 
Walter Thiele s 

Jennings, David L 

estate of 
8366 

11972 
9 

10 
473 
505 

Kimbell-Diamond Milling Co 10982 10 

Lanteen Medical Laboratories, Inc 
Luckenbach Steamship Co. , Irfc 

12986 
9781 

10 
9 

279 
662 

Meinig Co. , The R. Richard 
Merrick, L&'leanor D. ' 
Mooney et ux. , Js, mes D 
Moore, Wade F 

~ Gift tax decision. 
s Estate tax decision. 

10698 
4883 
6875 

11205 
1050 

9 
9 

976 

276 

713 
1250 



AcQBIEscENCEs — Continued. 

Taxpayer. Docket No. 
Report. . 

Volume. Page. 

Neumann, Frank D. , estate of ' 
Neumann, Louise J. , independent executrix of estate 

of Frank D. Neumann ' 

11383 

11383 

9 1120 

9 1120 

Olinger, L. C 
Oliver, Arthur F 
Oliver, Minto I, 

O. 
14131 
12074 
12072 

10 
10 
10 

423 
97 
97 

P. 
Palm Beach Trust Co 
Peoples First National Bank rk Trust Co. et al. , exec- 

utors of estate of Amy H. DuPuy 1 

9o69 

10184 

9 1060 

2?6 

Republic National Bank of Dallas 
Ruthrauff et al. , Abbie H. B. , executors under last 

will and testament, of Wilbur B. Ru"hrauff ' 
Ruthrauff, Wilbur B. , estate of ' 

11690 

8194 
8194 

9 1039 

418 
418 

Salford, Clarence A 
St. Joseph Valley Bank, executor of estate of William 

H. Foster 
Shunk, Francis R. , estate of 
Shunk, John Q 
Shunk, John Q. , executor of estate of Catherine Fegley 
Shunk, John Q. , executor of estate of Francis R. Sbunk 
Smith et ux. , Norton L 
Smith, W. Hinckle t 

Stewart Silk Corporation 
Stiefel, Reuben 

Stralla, Anthony Cornero 

Swoby Corporation 

8936 
9541 
9540 
9542 
9541 

10833 
93663 

102884 
10642 
11713 

111247 
111820 

10284 

9 
10 
10 
10 
10 
9 

10 

12073 10 97 

930 
293 
293 
293 
293 

1150 
]04 
174 
576 

801 
129 

Thie. 'e, Walter, estate of ' 8366 9 473 

V. 
Von Hoffmann, George 
Vortrefflich (or Vort), Paul Wm. , executor of estate of 

Fred Basch 1]793 9 627 

13759 10 3]4 

Whiting Co. , E'. B. 2k A. C 
Whitman 4 Sons, Inc. , Clarence 
Wier Long Leaf Lumber Co 

Wiesler, Norbert H ' 

Wilson, W. T 
Wilson Bros. & Co 

11359 
9436 
6223 

108911 
1]2741 
1]852 
11853 

10 
10 
9 

10 
10 

102 
264 
990 

1148 
251 
251 

a Board of Tax A. ppesls. 
t Estate tsx decision. 
t bfonacquiescence published in Cumulative Bulletin 1641 — 2, page 23, withdrawn 
t Partial nonacquiescence published in Cumulative Bulletin 1946 — 2, page 7, withdrawn. 



The Commissioner does NOT acquiesce in the following decisions'- 

Taxpayer. Docket No. 
Report. 

Volume. Page. 

Abraham, Benjamin ' 6431 9 222 

Batten, Barton, Durstine dt Osborn, Inc 
Blass Co. , Gus' 

8970 
5484 

448 
15 

Carroll, Elizabeth Sherman, executrix of estate of 
Clayton William Sherman s 

Carter, Susan J 
E. 

10175 
11523 

594 
364 

Edmont Hotel Co 12327 10 260 

Fichter, Paul J 7877 9 1126 

Goldwyn, Samuel 8770 9 510 

Hooker, Roland M. ' 13485 10 388 

McEay, Products Corporation, The 
Mbore, Albert V. 4 

O. 
Oden, Margaret T. ' 
Oden Trust, Margaret T ' 

9846 
7648 

7649 
7647 

9 
10 

10 
10 

1082 
393 

393 
393 

Philadelphia Transportation Co 

R. 
Ransohoffs Inc 
Rollins Burdick Hunter Co 

9893 

8930 
11691 

9 1018 

376 
169 

Sherman, Clayton William, estate of ' 
'Smith, H. R 

10175 
13453 

9 
10 

594 
398 

Wells Fargo Bank dt Union Trust Co. , trustee of 
Margaret T. Oden Trust ' 

Whittelsey, Inc. , H. Newton 
7647 
8642 

10 
9 

393 
700 

r Nonacquiescence relates only to the issue involving the deductibility of s war loss under section 127(a) (2) 
of the Internal Revemre Code. 

s Nonaccuiescence relates only to the issue with respect to the deduction for ohsritable contributions for 
excess profits tax purposes. 

& Estate tax decision. 
s Gift tax decision. 



INCOME TAX RULINGS. — PART I. 
INTERNAL REVENUE COBE. 

CHAPTER 1. — INCOME TAX. 

SUBCHAPTER B. — GENERAL PROVISIONS. 

PART II. — COMPUTATION OF NET INCOME. 

SECTION 22(a). — GROSS INCOME: GENERAL 
DEF INITION. 

SECTION 29. 22(a) — 1: What included in gross 
income. 

(Also Section 22(k), Section 29 22(k) — 1; Sec- 
tion 51, Section 29. 51 — 1; Section 101, Section 
29. 101 (18) — 1; Section 113 (c), Section 
29. 113(c) — 1; Section 122, Section 29. 122 — 4; 
Section 165, Section 29. 165 — 7; Ssctior! 207, 
Section 29. 207 — 1; Section 212, Section 
29. 212 — 1; Section 127 (a), Section 19. 127 (a) — 1, 
Regulations 103. ) 

1948-3-12746 
T. D. 5600 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 19 
AND PART 29. 

iZinor miscellaneous errors corrected. 

TREASURY DEPARTMENT) 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE& 

Washt'eton 88, D. C. 
To Collectors of sterna/ Revenue and Others Conoerned: 

In order to correct certain minor misce!llaneous errors in Regulations 
103 and Regulations 111 t 26 CFR, Parts 19 and 29], such regulations 
R. re amended as follows: 

REGULATIQNs 103 [26 cFR, PART 19l. 

PARAGRAFH 1. Section 19. 127(a) — 1, added by Treasury Decis!on 
5258, approved A. pril 13, 1943 [C. B. 1943, 415] P6 CFR, 19. 127(a)— 
1], is amended by striking out, in the second undesignated paragraph 
thereof, the fourth, fifth, sixth, and seventh sentences and inserting in 
lieu thereof the following~: 

This loss is deductible for taxable years beginning after December 31, 1940 and 
before January 1, 1942, as an ordinary loss under the provisions of section 23(f) 
in the case of a corporation and section 2S(e) (3) in the case of an individual. 

(5) 
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REGULATIONS 111 [26 C%'R, PART 29]. 

PAR. 2. Section 29. 22(a) — 1, as amended by Treasury Decision 5507, 
approved April 12, 1946 [C. B. 1946 — 1, 18] [26 CFR, 29 22(a) — 1], is 
further amended by striking out in the last sentence of the second un- 
designated paragraph thereof the phrase "article 22(a) — 8" and in- 
serting in lieu thereof " section 29. 22 (a) — 8. " 

PAR. 8. Section 29. 22(k) — 1& as amended by Treasury Decision 5425, 
approved December 29, 1944 [C. B. 1945, 10] [26 CFR, 29. 22(k) — 1], 
is further amended by striking out in paragraph (c) in example 8 the 
first sentence of the third undesignated paragraph and inserting in 
lieu thereof the following: 
For the taxable year ended t'une 30, 1942, H paid $3, 000, all of which is de- 
ductible by H since it was paid in the wife's first taxable year beginning after 
Deceniber 31, 1941. 

PAR. 4. Section 29. 51 — 1, as amended by Treasury Decision 5425 [26 
CFR, 29. 51 — 1], is further amended as follows: 

(A) By inserting before the period in the heading in subparagraph 
(2), which is now entitled " Taxable years begznning after Dece&nber 
81 

& 
19lP 

& 
of paragraph ( a ) the words " and before January 1 

& 19~fit&. 
" 

(B) By inserting in the first sentence of subparagraph (2) after 
"December 81, 1948, " the following: " and before January 1, 1946, ". 

(C) By inserting after subparagraph (2) of such section as amended 
above a new subparagraph (8) as follows: 

(8) Taxable years beginning after December 81, 19qi5. — For each taxable year 
beginning after December 31, 194ro, a return of income shall be made by each 
citizen of the United States, whether residing at home or abroad, and every 
individual residing within the United States though not a citizen thereof, re- 
gardless of family or marital status, if such citizen or resident has for such 
taxable year a gross income of $800 or more, or a gross income in excess of the 
credit allowed by section 25(b) pl'orated as provided in section 47(e). 

PAII. 5. Section 29. 101(18) — 1, as amended by Treasury Decision 
5458, approved June 15, 1945 [C. B. 1945, 45] [26 CFR, 29. 101(18) — 1], 
is further amended by striking out in the first sentence of the second 
undesignated paragraph thereof "Form 1120" and inserting in lieu 
thereof "Form 1065 (except for taxable years beginning before Jan- 
uary 1, 1947, with respect to which returns were made on Form 1120) . " 

PAR. 6. Section 29. 118(c) — 1 [26 CFR, 29. 118(c) — 1] is amended by 
striking out in the third sentence thereof the word "from" and in- 
serting in lieu thereof the word "to. " 

PA[I. 7. Section 29. 122 — 4 [26 CFR, 29. 122 — 4] is amended as follows: 
(A) By inserting in paragraph (c) in the first sentence of subpara- 

graph (8) thereof. after" net income" the following: ", and adjusted 
gross income for taxable years beginning after December 81, 1948, ". 

(B) By striking out in paragraph (c) all of subparagraph (4) and 
inserting in lieu thereof the following: 

(4) An/ deduction which is limited in amount to a percentage of the tax- 
payer's net income, or adjusted gross income for taxable years beginning after 
December 81, 1943, shall be recomputed upon the basis of the net income or 
adjusted gross income, as the case may be, determined with the adjustments 
prescribed in the preceding paragraph. 

PAR. 8. Section 29. 165 — 7 [26 CFR, 29. 165 — 7] is amended by striking 
out in the last sentence thereof the word "employee's where it 
occurs and inserting in lieu thereof the word "employer's. " 
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PAR. 9. Section 29. 207 — 1, as amended by Treasury Decision 5497, 
approved February 27, 1946 [C. B. 1946 — 1, 180] [26 CFR) 29;207 — 1], 
is further amended by striking out in paragraph (c) in the second 
sentence of. the second undesignated paragraph thereof the words " equal to the excess of. 2 per cent of that portion in excess of $75, 000 " 
and inserting in lieu thereot "equal to 2 per cent of that portion in 
excess of $75, 000. 9 

PAR. 10. Section 29. 212 — 1, as aniended by Treasury Decision 5425 
[26 CFR, 29. 212 — 1], is further amended bv adding in paragraph (b) 
in the last sentence of the second undesignated paragraph thereof 
"fter "governments" the words "or of international organizations. " 

(This Treasury decision is issued under the authority contained in 
section 62 of the Internal Revenue Code (58 Stat. , M; 26 U. S. C. , 62) . ) 

The amendments made herein correct minor miscellaneous technical 
and clerical errors, and it is therefore found. that it is unnecessary to 
issue this Treasury decision with notice and. public procedure thereon 
under section 4(a) of the Administrative Procedure Act, approved 
June 11, 1946. 

WM. T. SIIERwooD, 
Acting Commissioner of InternatEevenue. 

Approved February 2, 1948. 
A. L. M. IVIGOINS, 

Acting Secretary of the Treasury. 
(Fffed with the Division of the Federal Pegister February 6, 1948, 8. 48 a. m. ) 

SEOTION 29. 22(a) — 1: What included in gross 
income. 

1948-10-12808 
Ct. D. 1698 

INCOME TAX — REVENUE ACTS OE 1936 AND 1938 — INTERNAL REVENUE CODE— 
DECISION OP SUPREME COURT. 

1. INGCME — RGTALTIKs IINDEE PATENT LIUKNsE AGRKEMKNTs — As- 
sIGNMENT oF RoYALTIEs To WIFE. 

The taxpayer, owner of certain patented inventions, licensed a 
corporation in which he owned 1, 780 and his wife 200 of its 2, 000 
shares of outstanding stock to manufacture S. nd sell the devices 
under a. reements to pay a royalty equal to 10 per cent of the gross 
sales price. The license agreen:ents were for a limited period and 
were mutually subject to cancells. tion without liability on giving a 
prescribed notice. Two of the agreements were in effect throughout 
the taxab!e years 1937 to 1941, whiIe the other two were in existence 
at all pertinent times after June 20, 1939. The taxpayer at various 
times assigned to his wife, without consideration, all his right, title, 
and interest in the contracts, giving her exc!usive title and posver 
over the royalties accruing. Ifeld: The taxpayer was the recipient 
of the income rom the contracts. The assignments merely involved 
a transfer of the right to receive income rather than a complete dis- 
position of all his interest in the contracts and royalties. The trans- 
act''ons were simply a reallocation of income within the family 
group, a reallocation which did not shift the incidence of income tax 
liability. 

2. RES JUDICATA. 

In a proceeding in 1935 before the Board of Tax Appeals, covering 
the years 1929 to 1931, the Board had held the taxpayer not taxable 
on royalties paid to his wife during those years under the 1928 license 
agreement. The Tax Court in the instant proceedin, covering the 
years 1937 to 1941, held that all the royalties paid to the wife from 
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1937 to 1941 were part of the taxable income of the taxpayer with 
the exception of the royalties paid in 1937 under the 1928 agreement, 
applying the principle of res jnAcata to bar a different result as 
to the royalties paid pursuant to the same agreement during 1937. 
Eeldt Collateral estoppel should not have been used by The Tax 
Court in the instant proceeding to perpetuate the 1935 viewpoint of 
the assignment, in the light of the Clifford-Horst line of cases. The 
principles which have been recognized aud developed by the Clifford 
and Horst cases, and those following them, are directly applicable 
to the transfer of patent license contracts between members of the 
same family. 

3. DEOISIoN itKvERSED. 

Decision of the United States Circuit Court of Appeals, Eighth 
Circuit (161 Fed. (2d), 171), afhrming in part and reversing in part 
the decision of The Tax Court (6 T. C. , 431), reversed. 

SOPREME COURT oF THE UNITED STATEs. 

Commissioner of Internal Revenue, petitioner, v. Joseph Snnnen. 

On writ of certiorari to the United States Circuit Court of Appeals for the Eighth Circuit. 

[April 5, 1948. ] 
OPINION. 

Mr. Justice MHRPHr delivered the opinion of the Court. 
The problem of the Federal income tax consequences of intrafamily assign- 

ments of income is brought into focus again by this case. 
The stipulated facts concern the taxable years 1937 to 1941, inclusive, and may 

be summa, rized as follows: 
The respondent taxpayer was an inventor-patentee and the president of the 

Sunnen Products Co. , a corporation engaged in the manufacture and sale of 
patented grinding machines and other tools. He held 89 per cent or 1, 780 out 
of a total-of 2, 000 shares of the outstanding stock of the corporation. His wife 
held 200 shares, the vice president held 18 shares and two others connected 
with the corporation held 1 share each. The corporation's board of directors 
consisted of tive members, including the taxpayer and his wife. This board 
was elected annually by the stockholders. A vote of three directors was required 
to take binding action. 

The taxpayer had entered into several nonexclusive agreements whereby the 
corporation was licensed to manufacture and sell various devices on which he 
had applied for patents. ' In return, the corporation agreed to pay to the tax- 
payer a royalty equal to 10 per cent of the gross sales price of the devices. These 
agreements did not require the corporation to manufacture and sell any particu- 
lar number of devices; nor did they specify a minimum amount of royalties. 
Each party had the right to cancel the licenses, without liability, by giving the 
other party written notice of either six months or a year. ' In the absence of 
cancellation, the agreements were to continue in force for 10 years. The board 
of directors authorized the corporation to execute each of these contracts. No 

~ The various devices involved were as follows: 
(1) A cylinder grinder. The taxpayer applied for a patent on November 17, 1927, and 

was issued one on December 4, 1984. The royalty agreement to manufacture and sell this 
device was dated January 10, 1928. This agreement expired on January 10, 1933; a renewal 
agreement in substantially the same terms was then executed for the balance of the life of 
the patent, which ends on December 4, 1951. 

(2) A pinhole grinder. The taxpayer applied for a patent on December 4, 1931, and 
was issued one on June 13, 1933. The royalty agreement. to manufacture and . sell this 
device was dated December 5, 1981, 

(3) A crankshaft grinder. The taxpayer applied for a patent on May 22, 1939, and was 
issued one on May 6, 1941. The royalty agreement to manufacture and sell this device was 
dated June 20, 1939. 

(4) Another crankshaft grinder. The taxpayer applied for a patent on D~~~~ber 29 
lggg, lie assigned this application to his wife on December 29 1942, and she was issued 
a patent on January 26, 1948. The royalty agreement to manufacture and sell this device 
was dated June 20, 1939. 

The taxpayer rems. ined the owner of the first three patents throughout the year 1941, 
and he remained the owuer of the patent application on the fourth device throughout that 
year. ' Six months' notice was provided in the agreement dated. January 10, 1928, covering the 
cylinder grinder. The other three a reements provided for one year's notice of cancenation 
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notices of cancellation were given. Two of the agreements were in effect through- 
out the taxable years 1937 — 1941, while the other two were in existence at all 
pertinent times after June 20, 1939. 

The taxpayer at various times assigned to his wife all his right, title and 
interest in the various license contracts. ' She was given exclusive title and power 
over the royalties accruing under these contracts. All the assignments were with- 
out consideration and were made as gifts to the wife, those occurring after 1932 
being reported by the taxpayer for gift tax purposes. The corporation was 
notified of each assignment. 

In 1937 the corporation, pursuant to this arrangeinent, paid the wife royalties 
in the amount of $4, 881. 35 on the license contract made in 1928; no other royalties 
on that contract were paid during the taxable years in question. The wife 
received royalties from other contracts totaling $15, 418. 68 in 1937, $17, 318. 80 in 
1938, $25, 243, 77 in 1939, $50, 492. 50 in 1940, and $149, 002. 78 in 1941. She included 
all these payments in her income tax returns for those years, and the taxes she 
paid thereon have not been refunded. 

Relying upon its own prior decision in Estate of Dodson v. Comvnissioner 
(1 T. C. , 416), ' The Tax Court held that, with one exception, all the royalties paid 
to the wife from 1937 to 1941 were part of the taxable income of thc taxpayer. 
(6 T. C. , 431. ) The one exception concerned the royalties of $4, 881, 35 paid in 
1937 under the 1928 agreement. In an earlier proceeding in 1. 935, the Board of 
Tax Appeals dealt with the taxpayer's income tax liability for the years 1929— 
1931; it concluded that he was not taxable on the royalties paid to his wife during 
those years under the 1928 license agreement. This prior determination by 
the Board caused The Tax Court to apply the principle of res judicata to bar a 
different result as to the royalties paid pursuant to the same agreement during 
1937. 

The Tax Court's decision was affirmed in part and reversed in part by the 
Eighth Circuit Court of Appeals. (161 Fed. (2d), 171. ) Approval was given to 
'Ihe Tax Court's application of the res judicata doctrine to exclude from the 
taxpayer's income the $4, 881. 35 in royalties paid in 1937 under the 1928 agree- 
ment. But to the extent that the taxpayer had been held taxable on royalties paid 
to his wife during the taxable years of 1937 — 1941, the decision was reversed on 
the theory that such payments were not income to him. Because of that conclu- 
sion, the Circuit Court of Appeals found it unnecessary to decide the taxpayer's 
additional claim that the res judicata doctrine applied as weil to the other royal- 
ties (those accruing apart from the 1928 agreement) paid in the taxable years. 
We then brought the case here on certiorari, the Commissioner alleging that the 
result below conflicts with prior decisions of this Court. 

If the doctrine of res judicata is properly applicable so that all the royalty 
payments made during 1937 — 1941 are governed by the prior decision of the Board 
of Tax Appeals, the case may be disposed of without reaching the merits of the 
controversy. We accordingly cast our attention initially on that possibility, one 
that has been explored by The Tax Court and that has been fully argued by the 
parties before us. 

It is first necessary to understand something of the recognized meaning and 
scope of res judicata, a doctrine judicial in origin. The general rule of res judicata 
applies to repetitious suits involving the same cause of action. It rests upon con- 

s 0n J'anuary 8, 1929, the taxpayer assigned to his wife "ail my rights, title and interest 
in and to the royalty which shall accrue hereafter to me" upon the royalty contract of 
January 10, 1928, with respect to the cylinder grinder device. Since the Commissioner of 
Internal Revenue raised some question as to the suinciency and completeness of this assign- 
ment, the taxpayer executed a further assignment on December 21, 1931. This second 
assignment confirmed the first oue and stated further that his wife was assigned "all of my 
right, title and interest in and to said royalty. contract of January 10, 1928 
And I hereby state that the royalties accruing under said royalty contract have heretofore 
been and are hereafter the sole and exclusive property of the said Cornelia Sunnen [his 
wife], and hereby declare that said royalties shall be paid to the said Corneiia Sunnen or 
to her order, and that she shall have the sole right to collect, receive, receipt for, retain or 
sue for said royalties. " 

Assignments similar in form and substance to the assignment of December 21, 1931, were 
made as to the other three royalty contracts. 

4 In the Dodson case, Dodson owned 51 per cent of the stock of a corporation and his wife 
owned the other 49 per cent. He was the owner of a formula and trade-mark. Pursuant to 
a contract which he made with the corporation, the corporation wss given the exclusive use 
of the formula and trade-mark for five years, renewable for a like period. Dodson was t'o 

receive in return a royaltv measured by a certain percentage of the net sales. He then 
assigned a one-half interest in the contract to his wife, retaining his full interest in the 
formula and trade-mark. The Tax Court held that his dominant stock position permitted 
him to cancel or modify the contract at any time, thus rendering him taxable on the incom'e 
fiowing from his wife's share in the contract. 

790590' — 48 — 2 
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siderations of economy of judicial time and public yolicy favoring the establish- 
ment of certainty in legal relations. The rule yrovides that when a court of com- 

petent jurisdiction has entered a final judgment on the merits of a cause of ac- 
tion, the parties to the suit and their privies are thereafter bound " not only as to 
every matter which was offered and received to sustain or defeat the claim or 
demand, but as to any other admissible matter which might have been offered for 
that purpose. " (Croin2cel/ v. Co22nty of Sac, 94 U. S. , 861, 852. ) The judgment 
puts an end to the cause of action, which can not again be brought into litigation 
between the parties upon any ground whatever, absent fraud or some other factor 
invalidating the judgment. (Sec von Moschzisker, "Res Judicata, " 88 Yale L. J. , 
299; Restatement of the I aw of Judgments, sections 47, 48. ) 

But where the second action between the same parties is upon a different cause 
or demand, the principle of res judicata is applied much more narrowly. In this 
situation, the judgment in the yrior action operates as an estoyyel, not as to 
matters which might have been litigated and determined, but "only as to those 
inatters in issue or points controverted, upon the determination of which the 
finding or verdict was rendered. " (Cron22cell v. County of Sac, supra, 3@8. And 
see Russell v. Place, 94 U. S. , 606; Southern Pacific R. Co. v. United States, 168 
U. S. , 1, 48; Mercoid Corp. v. JIid-Continent Co. , 820 U. S. , 661, 671. ) Since the 
cause of action involved in the second yroceeding is not swallowed by the judg- 
ment in the prior suit, the parties are free to litigate points which were not at 
issue in the first proceeding, even though such points might have been tendered 
and decided at that time. But matters which were actually litigated and de- 
termined in the first proceeding can not later be relitigated. Once a party has 
fought out a matter in litigation with the other party, he can not later renew 
that duel. In this sense, rcs judicata is usually and more accurately referred to 
as estoppel by judgment, or collateral estoppel. (See Restatement of the Law of 
Judgments, sections 68, 69, 70; Scott, "Collateral Estoppel by Judgment, " 56 
EIarv. L. Rev. , 1. . ) 

These same concepts are applicab'. e in the Federal income tax field. Income 
taxes are levied on an annual basis. Each year is the origin of a new liability 
and of a separate cause of action. Thus if a claim of liability or nonliability 
relating to a particular tax year is litigated, a judgment on the merits is re22 

judicata as to any subsequent proceeding involving the same claim and the 
same tax year. But if the later proceeding is concerned with a similar or unlike 
claim relating to a different tax year, the prior judgment acts as a collateral 
estoppel only as to those matters in the second proceeding which were actually 
presented and determined in the first suit. Collateral estoppel operates, in 
other words, to relieve the Government and the taxpayer of "redundant litiga- 
tion of the identical question of the statute's application to the taxpayer's 
status. " (Tait v. Western Md. R. Co. , 289 U. S. , 620, 624 [Ct. D. 688; C. B. XII — 1, 
801, 352 (1933) ]. ) 

But collateral estoppel is a doctrine capable of being applied so as to avoid 
an undue disparity in the impact of income tax liability. A taxpayer may secure 
a judicial determination of a particular tax matter, a matter which may recur 
without substantial variation for some years tliereafter. But a subsequent 
inodification of the significant tacts or a change or development in the con- 
trolling legal principles may ma. l'e that determination obsolete or erroneous, at 
least for future purposes. If such a determination is then perpetuated each suc- 
ceeding year as to the taxpayer involved in the original litigation, he is accorded 
a tax treatment different from that given to other taxpayers of the same class. 
As a result, there are inequalities in the administration of the revenue laws, 
discriminatory distinctions in tax liability, and a fertile basis for litimous con- 
fusion. (Compare United States v. Stone a Donner Co. , 274 U. S. , 220, 238 — 286. ) 
Such consequences, however, are neither necessitated nor justified by the prin- 
ciple of collateral estoppel. That principle is designed to prevent repetitious 
lawsuits over matters which have once been decided and which have remained 
substantially static, factually and legally. It is not meant to create vested rights 
in decisions that have become obsolete or erroneous with time, thereby causing 
inequities among taxpayers. 

And so where two cases involve income taxes in different taxable years, col- 
lateral estoppel must be used with its limitations carefully in mind so as to 
avoid injustice. It must be confined to situations where the matter raised in 
the second suit is identical in all respects with that decided in the first pro- 
ceeding and where the controlling facts and ayplicable legal rules remain un- 
changed. (Tait v. Wester22 Jfd. R. Co. , supra. ) If the legal matters deter- 
mined in tlie earlier case d'ffer from those raised in the second case, collateral 
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estoppel has no bearing on the situation. (See Travelers Ins. Co. v. Commis- 
sioner, 161 Fed. (2d), 08. ) And where the situation is vitally altered between 
the time of the first judgment and the second, the prior determination is not 
conclusive. (See State Farm Ins. Co. v. Duel, 824 U. S. , 154, 162; 2 Freeman on 
Judgments (fifth edition 1025), section 718. ) As demonstrated by Blair v. Coni- 
misstoner (800 U. S. , 5, 9 [Ct. D. 1205, C. B. 1087 — 1, 175, 176] ), a judicial declara- 
tion intervening between the two proceedings may so change the legal atmosphere 
as to render the rule of collateral estoppel inapplicable. ' But the intervening 
decision need not necessarily be that of a State court, as it was' in the Blair 
case. While such a State court decision may be considered as having changed 
the facts for Federal tax litigation purposes, a modification or growth in legal 
yrinciples as enunciated in intervening decisions of this Court may also effect 
a significant change in the situation. Tax inequality can result as readily from 
neglecting legal modulations by this Court as from disregarding factual changes 
wrought by State courts. In either event, the supervening decision can not 
justly be ignored by blind reliance uyon the rule of collateral estoppel. (Eenrich- 

, 'sen v. Setcard, 185 Fed. (2d), 086, 988 — 089 [Ct. D. 1590, C. B. 1948, 1147, 1140— 
1150]; Pelham Eall Co. v. Eassett, 147 Fed. (2d), 63, 68 — 60; Commissioner v. 

t Aru&tdel-B&. ootcs Concrete Corp. , 152 Fed. (2d), 225, 227; Corrigan v. Commis- 
sioner, 155 Fed. (2d), 164, 165; and see West Coast Life Ins. Co. v. %creed Irr. 
Dist. , 114 Fed. (2d), 654, 661 — 662; contra: Commissioner v. Western Union Tel. 
Co. , 141 Fed. (2d), 774, 778. ) It naturally follows that an interposed alteration 
in the pertinent statutory provisions or Treasury regulations can make the use 
of that rule unwarranted. (Tait v. Western Md. R. Co. , supra, 625 [C. B. XII — 1, 
852-858 (1088) ]. ') 

Of course, where a question of fact essential to the judgment is actually litigated 
and determined in the first tax proceeding, the parties are bound by that deter- 
mination in a subsequent proceeding even though the cause of action is different. 
(See The Evergreens v. Nttnan, 141 Fed. (2d), 927. ) And if the very same facts 
and no others are involved in the second ease, a case relating to a different tax 
year, the prior judgment will be conclusive as to the same legal issues which 
appear, assuming no intervening doctrinal change. But if tbe relevant facts in 
the two eases are separable, even though they be similar or identical, collateral 
estoppel does not govern the legal issues which recur in the second case. '. Thus 
the second proceeding may involve an instrument or transaction identical with, 
but in a form separable from, the one dealt with in the first proceeding. In that 
situation, a court is free in tbe second proceeding to make an independent 
examination of the legal matters at issue. It may then reach a different result 
or, if consistency in decision is considered just and desirable, reliance may be 
placed upon the ordinary rule of stare decisis. Before a party can invoke the 
collateral estopyel doctrine in. these circumstances, the legal matter raised in 
the second proceeding must involve the same set of events or documents and the 
same bundle of legs. l principles that contributed to the rendering of the first 
judgment. (Tait v. Western I)fd. R. Co. , supra. ) And see Griswold, "Res Judicata 
in Federal Tax Ca. ses, " 46 Yale L. J„1820; Paul and Zimet; "Res Judicata in 
Federal Taxation, " appearing in Paul, Selected Studies in Federal Taxation 
(second series, 1988), page 104. ) 

It is readily apparent in this ease that the royalty payments growing out of 
the license contracts which were not involved in the earlier action before the 
Board of Tax Appeals and which concerned different tax years are free from 
the effects of the collateral estoppel doctrine. That is true even though those 
contracts are identical in all important resyects with the 1028 contract, tbe only 
one that was before. the Board, and even though the issue as to those contracts is 
the same as that raised by tbe 1928 contract. For income tax purposes, what is 
decided as to one contract is not conclusive as to any other contract which is not 
then in issue, however similar or identical it may be. In this respect, the instant 
case thus differs vitally from Tait v. Western &d. R. Co. , supra, where the two 
proceedings involved the same instruments and the same surrounding facts. 

A more diflicult problem is posed as to the $4, 881. 85 in royalties paid to tbe 
taxpayer's vrife in 1987 under the 1928 contract. Here there is complete identity 
of facts, issues and parties as between the earlier Board proceeding and the 

s See also Henricksen v. Setcard (135 Fed. (2d), 986); &&tonteith Bros. Co. v, United States 
(142 Fed. (2d), 139); Pelham Hall Co. v. Hassett (147 Ped. (2d), 68); Commissioner v. 

~rundepBroofts Concrete Corp. (152 Fed. (2d), 225); Corrigan v. Commissioner (155 Fed. 
(2d), 164). Compare Grandvieu& Dairy v. Jones (157 Pod, (2d), 5), 

'And see Commissioner v. Security-First Hat. Bank (148 Fed (2d), 987), 
'Stoddard v. Commissioner (141 Fed. (2d), 76, 80); Can&pena Corporation v. Harrison 

(135 Fed (2d) 384); Engineer s C(u(& of Philadelphia V. Un'ited States (42 Ped Supp, 182). 
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instant one. The Commissioner claims, however, that legal principles developed 
in various intervening decisions of this Court have made plain the error of the 
Board's conclusion in the earlier proceeding, thus creating a situation like that 
involved in Blair v. Commissioner, supra. This change in the legal picture is 
said to have been brought about by such cases as Helvering v. Clifford, (809 U. S. , 
881 [Ct. D. 1444, C. B. 1940 — 1, 105]); Helvering v. Horst (811 U. S. , 112 [Ct. D, 
1472, C. B. 1940 — 2, 206] ); Helvering v. Eubank (811 U. S. , 122 [Ct. D. 1478, C. B. 
1940 — 2, 209]); Harrison v. Schaffner (812 U. S. , 579 [Ct. D. 1508, C. B. 1941 — 1, 
821] ); Commissioner v. Toicer (827 U. S. , 280 [Ct. D. 1670, C. B. 1946 — 1, 11]); 
and Lusthaus v. Commissioner (827 U. S. , 298 [Ct. D, 1669, G. B. 1946 — 1, 9]), 
These cases all imposed income tax liability on transferors who had assigned or 
transferred various forms of income to others within their family groups, although 
none specificall related to the assignment of patent license contracts between 
members of the same family. It must therefore be determined whether this 
Clifford-Horst line of cases represents an intervening legal development which is 
pertinent to the problem raised by the assignment of the 1928 agreement and 
which makes manifest the error of the result reached in 1985 by the Board. 
If that is the situation, the doctrine of. collateral estoppel becomes inapplicable. 
A different result is then permissible as to the royalties paid- in 1987 under the 
agreement in question. But to determine whether the Clifford-Horst series 
of cases has such an effect on the instant proceeding necessarily requires inquiry 
into the merits of the controversy growing out oi the various eontraet assign- 
ments from the taxpayer to his wife. To that controversy we now turn. ' 

Had the taxpayer retained the various license contracts and assigned to his 
wife the right to receive the royalty payments accruing thereunder, such pay- 
meuts would clearly have been taxable income to him. It has long been estab- 
lished that the mere assignment of the right to receive income is not enough to 
insulate the assignor from income tax liability. (Lucas v. Harl, 281 U. S. , 111; 
Barnet v. Leininger, 285 U. S. , 186. ) As long as the assignor actually earns 
the income or is otherwise the source of the right to receive ard enjoy the income„ 
he remains taxable. The problem here is whether any d-;fferent result follows 
because the taxpayer assigned the underlying contracts to his wife in addition 
to giving her the right to receive the royalty payments. 

It is the taxpayer's contention that the license contracts rather than the patents 
and the patent applications were the ultimate source of the royalty payments 
and constituted income-producing property, the a~osignment of which freed the 
taxpayer from further income tax liability. We deem it unnecessary, however, 
to meet that contention in this case. It is not enough to trace income to the 
property which is its true source, a matter which may become more metaphysical 
than legal. Nor is the tax problem with which we are eoneerned necessarily 
answered by the fact that such property, if it can be properly identifled, has 
been assigned. The crucial question remains whether the assignor retains su(fl- 
cient poiver and control over the assigned property or over receipt of the income 
to make it reasonable to treat him as the recipient of the income for tax purposes, 
As was said in Coriiss v. Boiccrs (281 U. S. , 876, 878 [Ct. D. 188, C. B. IX — 1, 254, 
255 (1980) ]), "taxation is not so much concerned with the refinements of title 
as it is with actual command over the property taxed — the actual beneflt for 
which the tax is paid. " 

It is in the realm of intrafamily assignments and transfers that the Clifford- 
Horst line of cases has peculiar applicability. While speciflcally relating to 
short-term family trusts, the Clifford case makes clear that where the parties 
to a transfer are members of the same family group, special scrutiny is neces- 
sary "lest what is in reality but one economic unit be multiplied into two or 
more by devices which, though valid under State law, are not conclusive so far 
as section 22(a) is concerned. " (809 U. S. at 885 [C. B. 1940 — 1, 107]. ) That 
decision points out various kinds of documented and direct &eneflts which, if 

& The pertinent statutory provisions are of little help to the matter in issue. Section 22(a) of the Revenue Act of 1936 (49 Stat. , 1648) and section 22(a) of the Revenue Act 
of 1938 (62 Stat. , 447) cover the taxable years in question. Those sections, which are identical with the current section 22(a) of the Internal Revenue Code, deflne "gross income" to include "gains, profits, and income derived from salaries, wages, or compensa- tion for personal service, of whatever kind aud in whatever form paid, or from professions, vocations, trades, businesses, commerce, or sales, or dealings in property, whether real or 
personal, growing out of the ownership or use of or interest in such property; also from interest, rent, dividends, securities, or the transaction ot' any business carried on for gain or prost, or for gains or profits aud income derived from any source whatever. " See also article 22(a)-1 of Treasury Regulations 94, promulgated under the I. 936 Act; article 22(a) — 1 of Treasury Regulations 161, promulgated under the 1938 A«; and section 19. 22(a) — 1 ot Treasury Regulations 1p3, promulgated under the Internal Revenue Code. 
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retained by the transferor of property, may cause him to remain taxable on the 
income therefrom. And it also recognizes that the fact that the parties are 
intimately related, causing the income to remain within the family group, may mal-e the transfer give rise to informal and indirect benefits to the transferor 
so as to make it even more clear that it is just to tax him. Even more directly 
pertinent, however, is the Horst case, together with the accompanying Eubank 
case. (See 2 Mertens, Law of Federal Income Taxation (1942), sections 18. 02, 
18. 14. ) It was there held that the control of the receipt of income, which causes 
an assignor of property to remain taxable, is not limited to situations where the 
assignee's realization of income depends upon the future rendition of services by 
the assignor. (See Lncas v. Earl, supra; Barnet v. Leininger, supra. ) Such 
may also be the case where the assignor controls the receipt of income through 
acts or services preceding the transfer. Or it may be evidenced by the possibility 
of some subsequent act by the assignor, or some failure to act, causing ihe in- 
come or yroperty to revert to him. Moreover, the Horst case recognizes that 
the assignor mav realize income if he controls the disposition of that which he 
could have received himself and diverts payment from himself to the assignee 
as a means of procuring the satisfaction of his wants, the receipt of income by 
the assignee merely being the fruition of the assignor's economic gain. 

In Harrison v. Scca fner, supra, 582 [C. B. 1941 — 1, 328], it was again emphasized 
that "one vested with the right to receive income did not escape the tax by any 
kind of anticipatory arrangement, however skillfully devised, by which he pro- 
cures payment of it to another, since, by the exercise of his power to command 
the income, he enjoys the benefit of the income on which the tax is laid. " And it 
was also noted that "Even though the gift of income be in form accomplished by 
the temporary disposition of the donor's property which yroduces the income, 
the donor retaining every other substantial interest in it, we have not allowed 
the form to obscure the reality. " (812 U. S. , at 583 [C. B. 1941 — 1, 828]. ) Com- 
missioner v. To&ocr, supra, and its companion case, Lnsthaas v. Gommissioner, 
supra, reiterated the various principles laid down in the earlier decisions and 
applied them to income arising from family partnerships. 

The principles which have thus been recognized and developed by the Clifford 
and Horst eases, and those following them, are directly applicable to the transfer 
of patent license contracts between members of the same family. They are 
guideposts for those who seek to determine in a particular instance whether 
such an assignor retains sufficient control over the assigned contracts or over 
the receiyt of income by the assignee to make it fair to impose income tax lia- 
bility on him. 

Moreover' the clarification and growth of these principles through the Cliftord- 
Horst line of cases constitute, in our opinion, a sufficient change in the legal 
climate to render inapplicable, in the instant proceeding, the doctrine of collateral 
estoppel relative to the assignment of the 1928 contract. True, these cases did 
not origiuate the concept that an assignor is taxable if he retains control over 
the assigned property or power to defeat the receipt of income by the assignee. 
But they gave much added emphasis and substance to that concept, making it 
more suited to meet the "attenuated subtleties" created by taxpayers. So sub- 
stantial was the amplification of this concept as to justify a reconsideration of 
earlier Tax Court decisions reached without the benefit of the expanded notions, 
decisions which are now sought to be perpetuated regardless of their present cor- 
rectness. Thus in the earlier litigation in 1985, the Board of Tax Appeals was un- 
able to bring to bear on the assignment of the 1928 contract the full breadth of the 
ideas enunciated in the Clii'ford-Horst series of cases. And, as we shall see, a 

'yroper apylication of the principles as there developed might well have produced 
a difTerent result, such as was reached bv The Tax Court in this case in regard 
to the assignments of the other contracts. Under those circumstances collateral 
estoppel should not have been used by The Tax Court in the instant proceeding to 
perpetuate the 1935 viewpoint of the assignment. 

The initial determination of whether the assignment of the various contracts 
rendered the taxpayer immune from income tax liability was one to be made by 
The Tax Court. That is the agency designated by law to find and examine the 
facts and to draw conclusions as to whether a particular assignment left the 
assignor with substantial control over the assigned property or the income which 
accrues to the assignee. And it is well established that its decision is to be re- 
spected on aypeal if firmly grounded in the evidence and if consistent with 
the law. (Counmiseioner v. Scottish. American Co. , 828 U. S. , 119 [Ct. D. 1019, 
C. B. 1944, 840]; Dobson v. Commissioner, 820 U, S. , 489 [Ct. D. 1597, C. B. 1944, 
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66]. ) That is the standard, therefore, for measuring the propriety of The Tax 
Court's decision on the merits of the controversy in this case. 

The facts relative to the asignrnents of the contracts are undisputed. As to 
the legal foundation of The Tax Court's judgment on the tax consequences of 
the assignments, we are unable to say that its inferences and conclusions from 
those facts are unreasonable in the light of the pertinent statutory or administra- 
tive provisions or that they are inconsistent with any of the principles enunciated 
in the CliiTord-Horst line of cases. Indeed, due regard for those principles leads 
one inescapably to The Tax Court's result. The taxpayer's purported assign- 
ment to his wife of the various license contracts may properly be said to have left 
him with something more than a memory. He retained very substantial interests 
in the contracts themselves, as well as power to control the payment of royalties 
to his wife, thereby satisfying tbe various criteria of taxability set forth in the 
Clifford-Horst group of cases. That fact is demonstrated by the following con- 
siderations: 

(1) As president, director and owner of 89 per cent of the stock of the corpora- 
tion, the taxpaver remained in a position to exercise extensive control over the 
iicense contracts after assigning them to his wife. The contracts all provided 
that either party might cancel without iiability upon giving the required notice. 
This gave the taxpaver, in his dominant position in the corporation, power to 
procure the cancellation of the contracts in their entirety. That power was 
nonetheless substantial because the taxpayer had but one of the three directors' 
votes necessary to sanction such action by the corporation. Should a majority 
of the directors prove unamenable to his desires, the frustration would last no 
longer than the date of the next annual election of directors by the stockholders, 
an election which the taxpayer could control by reason of his extensive stock 
holdings. The wife, as assignee, and as a party to contra. cts expressly terminable 
by the corporation without liability, could not prevent cancellation provided that 
the necessary notice was given. 

And it is not necessary to assume that such cancellation would amount to a 
fraud on the corporation, a fraud which could be enjoined or otherwise prevented. 
Cancellation conceivably could occur because the taxpayer and his corporahon 
were ready to make new license contracts on terms more favorable to the corpora- 
tion, in which case no fraud would necessarily be present. All that we are con- 
cerned with here is the power to procure cancellation, not with the possibility 
that such power might be abused. And once it is evident that such power exists, 
the conclusion is unavoidable that the taxpayer retained a substantial interest 
in the license contracts which he assigned. 

(2) The taxpayer's controlling position in the corporation also permitted him 
to regulate the amount of royalties payable to his wife. The contracts specified 
no minimum royalties and d d not bind the corporation to manufacture and sell 
any particular number of devices. Hence, by controlling the production and sales 
policies of the corporation, the taxpayer was able to increase or lower the royal- ties; or he could stop those royalties completely by eliminating the manufacture ot' the devices covered by the royalties without canceling the contracts. 

(8) The taxpayer remained the owner of the pa. tents and the patent applica- tions. Since the licenses which he gave the corporation were nonexclusive in 
nature, there was nothing to prevent him from licensing other firms to exploit his patents, thereby diverting some or all of the royalties from his wife. 

(4) There is absent any indication that the transfer of the contracts effected 
any substantial change in the taxpayer's economic status. Despite the assign- ments, the license contracts and the royalty pavments accruing thereunder re- mained within the iaxpayer's intimate family group. He was able to enjoy, at least indirectly, the benefits received by his wife. And when that fact is added to the legal controls which he retained over. the contracts and the royalties, it can fairly be said that the taxpaver retained the substance of all the rights which he had prior to the assignments. (See EIeluering v. Clifford, supra, 88o — 886 [C B. 1940 — 1, 107]. ) 

These factors make reasonable The Tax Court's conclusion that the assign- rnents of the license contrs. cts merely involved a transfer of the right to receive income rather than a complete disposition of all the taxpayer's interest in the contracts and the royalties. The existence of the taxpayer's power to terminate those contracts and to regulate the amount of the royalties rendered ineKective for tax purposes his attempt to dispose of the contracts and royalties, The transactions were simply a reallocation of income within the family group, a reallocation v'hich did not shift the incidence of income tax liability. 
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The '. e judgment below must therefore be reversed and the case remanded for such further proceedings as may be necessary in light of this opt»on. 
Reversed. 
Mr. Justice FRANIIFURTER and Mr. Justice JAc+sox belie Tax Court is based on substantial evidence and is consistent with the law, and 

would afQrm that judgment t'or reasons stated in Dodson v. Commissioner (820 V. S„489 [Ct. D. 1597, C. B. 1944, 56] ), and Comnwsaioner v. Scottish~ Americas 
Co. (828 V. S. , 119 [Ct. D. 1619, C. B. 1944, 840]) . 

SEOTIoN 29. 22(a) — 5: Gross income from business. 

INTERNAL REVENUE CODE. 

Tennessee tobacco tax collected by dealers and distributors from 
pljrchasers. (See I. T. 8906, page 88. ) 

SEGTIoN 29. 22(a) — 5: Gross income from business. 

INTERNAL REVENUE CODE. 

Rhode Island sales tax collected by retailer from purchaser. (See I. T. 8909, page 84. ) 

SEcTION 29. 22(a) — 7: Gross income of farmers. 
(A. iso Section 28 (a), Section 29. 28 (a) — 11; 

Section 28(o), Section 29. 28(o) — 1; and Sec- 
tion 28(q), Section 29. 28 (q) — 1. ) 

INTERNAL REVENUE CODE. 

1948 — 18 — 12826 
I. T. 8910 

The fair market value of agricultural products contributed by a 
farmer or other producer to an organization described in section 
28(o) or section 28(q) of the Internal Revenue Code is includible in 
the gross income of the donor. Such fair market value may be 
deducted from gross income, subject to the limitations contained in 
section 28(o) and section 28(q) of the Code. Expenses of production 
are deductible under section 28(a) (1) (A) of the Code as ordinary 
and necessary business expenses. 

Advice is requested whether the fair market value of agricultural 
products contributed by a farmer or other producer to an organization 
described in section 28(o) or section 28(q) of the Internal Revenue 
Code is includible in gross income for Federal income tax purposes, 
and whether the donor is entitled to a deduction under section 28(o) 
or section 28(q) of the Code with respect to such contribution. 

In the instant case, a farmer who had on hand a quantity of ~ heat 
raised on his farm contributed part of such wheat to an organization 
described in section 28 (o) of the Cocle, such wheat to be used for relief 
purposes. The organization, which has been held exctnpt from Fed- 
eral income tax under section 101(6) of the Code, -will process the 
wheat and distribute it, where it is needed. Expenses incurred by the 
farmer in raising the wheat were deducted from gross income in 
computing net income for Federal income tax purposes. 

In B'elvering v. Pan/ E. O. ~or8t (811 U. S. , 112, Ct. D. 1472, C. B. 
1940 — 2, 206), the owner of negotiable bonds detached interest coupons 
therefrom shortly before their due date and delivered them as a gift 
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to his son, who procured their payment. In support of the conclusion 
that the interest was includible in the gross income of the owner of 
the bonds, the Court said in part: 

Although the donor here, by the transfer of the coupons, has precluded any 
possibility of his collecting them himself he has nevertheless, by his aet, procured 
payment of the interest, as a valuable gift to a member of his family. such a 
use of his economic gain, the right to receive income, to procure a satisfaction 
which can be obtained only by the expenditure of money or property, would 
seem to be the enjoyment of the income whether the satisfaction is the purchase 

'oi goods at the corner grocery, the payment of his debt there, or such nonmaterial 
satisfactions as may result from the payment of a campaign or community chest 
contribution, or a gift to his favorite son. Even though he never receives the 
money he derives money's worth from the disposition of the coupons which he 
has used as money or money's worth in the procuring of a satisfaction which is 
procurable only by the expenditure of money or money's worth. The enjoyment 
of the economic benefit accruing to him by virtue of his acquisition of the coupons 
is realized as completely as it would have been if he had collected the interest in 
dollars and expended them for any of the purposes named. 

The products of a farm are, from the beginning, in the nature of 
income (cf. I. T. 8815, C. B. 1946 — 2, 80, in which it is held in part that 
where citrus groves are sold with fruit on the trees, a portion of the 
selling price must, for Federal income tax purposes, be allocated to 
the fruit and the gain from the sale of the fruit treated as ordinary 
income), and it is believed that the satisfaction derived from a con- 
tribution of such property to an organization described in section 
28 (o) or section 28 (q) of the Code results in the enjoyment of income 
within the rule established in JIeleering v. Pau/ E. G. B'orst, supra. 
Expenses incurred in the production of farm products are a~llo~ 
as deductions from gross income on the theory that they are incurred in 
the production of taxable income. It would not appear to be proper 
to allow a taxpayer a deduction for the expense of producing income, 
permit him to exclude such income from gross income, and, at the 
same time, permit him to enjoy the benefit of a contribution deduction 
under section 28 (o) of the Code with respect to the same income. 

Section 29. 28(o) — 1 of Regulations 111, relating to contributions or 
gifts by individuals, provides in part that if the contribution or gift is 
other than money, the basis for calculation of the amount thereof 
shall be the fair ma. rket value of the property at the time of the 
contribution or gift. 

In view of. the foregoing, it is held that the fair market value of 
agricultural products contributed by a farmer or other producer to 
an organization described in section 23(o) or section 28(q) of. the 
Internal Revenue Code is includible in the gross income of the donor. 
Such fair market value may be deducted from gross income, subject 
to the limitations contained in section 28(o) and section 28(q) of 
the Code. Expenses of production are deductible under section 
23 (a) (1) (A. ) of the Code as ordinary and necessary business expenses. 

SECTION 22 (c) . — GROSS INCOME: INVENTORIES. 

SzcTroN 29. 22 (c) — 8: Inventories of retail 1948-6-12766 
merchants. T. D. 5605 

(A. iso Section 19. 22(c) — 8; Section 22(d), Sec- 
tions 29. o2 (d) — 1, 19. 22 (d) — 1, 20. 22 (d) — 2& and 
19. 22(d) -2. ) 
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TITLE 26 — INTERNAL REVENUE' CHAPTER I, SUBCHAPTER A, PART &9 
AND PART 29. 

Regulations 108 and Regulations 111 amended with respect to 
elective inventory computations. 

TREASURV DEPARTMENT) 
OFFICE oF CoMMIssIoNER oF INTERNAI REvENUZ& 

Washington 88, D. C. 
To Collectors of Internal Revenue and Others Concerned: 

On December 28, 1947, notice of proposed rule making regarding 
elective inventory computations in the case of retailers was published 
in the Federal Register (12 F. R. , 8726). After consideration of all 
such relevant matter as was presented by interested persons regarding 
the proposal, the amendments to Regulations 103 [26 CFR, Part 19] 
and to Regulations 111 [26 CFR, Part 20] set forth below are hereby 
adopted. The amendments are made in order to adapt the retail 
inventory requirements of the regulations to the elective inventory 

rinciple of section 22 (d) of the Internal Revenue Code as enunciated 
y The Tax Court of the United States in Hutzler Bros' Co. (8 T. C. , 

No. 3 [page 14]). 
P~mmH 1. Section 29. 22 (c) — 8 of Regulations 111 [26 CFR, 

29. 22(c) — 8] and section 19. 22(c) — 8 of Regulations 108 as amended 
by Treasury Decision 5048, approved June 2, 1041 [C. B. 1941 — 1, 
200] [26 CFR, 10. 22(c) — 8], are further amended as follows: 

(A. ) By inserting after the second paragraph in each case the 
following (except that, in Regulations 103, the cross-reference shall 
be made to section 10. 22(d) — 1): 

For further adjustments to be made in the case of a retail merchant using 
the elective inventory method authorized by section 22(d), see section 
29. 22 ( d ) — 3 . 

(B) By striking from the bepnning of the fourth paragraph in each 
case the words "A taxpayer, ' and by inserting in lieu thereof the 
f oil owing: 

A taxpayer (other than one using the elective inventory method) 

(C) By striking from the beginning of the last paragraph in each 
case the words "A taxpayer, " and by inserting in lieu thereof the 
following: 

A taxpayer (other than one using the elective inventory method) 

(D) By inserting at the end thereof in each case the following: 

A taxpayer using the elective inventory method in conjunction with retail 
computations must adjust retail selling prices for mark-downs as well as mark- 

ups, in order that there may be rejected the approximate cost of the goods on 
hand at the end of the year, regardless of market values. 

PAR. 2. Section 29. 22(d) — 1 of Regulations 111, as amended by Treas- 
ury Decision 5407, approved October 9, 1944 [C. B. 1944, 83] [26 
CFR, 29. 22 (d) — 1], and section 19. 22(d) — 1 of Regulations 103 [26 
CFR, 10, 22 (d) — 1] are further amended by inserting at the end thereof 
in each case the following (except that, in Regulations 108, the cross- 

reference shall be made to section 19. 22 (c) — 8): 
If a taxpayer using the retail method of pricing inventories, authorized by sec- 

tion 29. 22(c)-8, elects to use in connection therewith the elective inventory method 

authorized by section 22(d) of the Code, the apparent cost of the goods on hand 

at the end of the year, determined pursuant to section 29. 22(c) — 8, shall be adjusted 
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f 
Approved March 4, 1948. 

A. L. M. WzcolNs, 
doting Secretary of the Treasury. 

(Filed with the D'vision of the Federal Register March 9, 1948, S. oo a. m. ) 

to the extent of price changes therein taking place subse ue t t th l se of. the 
preceding taxable year. The amount of any apparent inventor 1ncrease or 
decrease to be eliminated in this adjustment shall be de~rmlned'by reference to 
acceptable price indices established to the satisfaction of the Commjssjpner. Price 
indices prepared by the United States Bureau of Labor Sta&is~tj~cs which are 
applicable to the goods in question will be considered acceptable to the Commis- 
sioner. Price indices which are based upon inadequate records, or which are 
not subject to complete and detailed audit within the Bureau, will not be approved, 

PAR. 3. Section 29 22 (d) — 2 of Regulations 111, as amended by Treas- 
ury Decision 5504, approved March 20, 1946 [C. B. 1946 — 1, 52] [26 
CFR, 29. 22(d) — 2], is further amended by revising that portion thereof 
preceding the numbered paragraphs to read as follows: 

SFc. 29. 22(d) — 2. REqvrazMENTs IixcrneNT To AnorrroN wND Use OF L&'nxcrrvs 
MvrIICD. — Except as otherwise provided in section 29. 22(d) — 1 with respect to 
raw material computations and with respect to retail inventory computations, 
the adoption and use of the elective inventory method is, by section 22(d) and 
regulations thereunder, made subject to the following requirements: 

PAn. 4. Section 19. 22 (d) — 2 of Regulations 108, as amended by Treas- 
ury Decision 5199, approved December 10, 1942 [C. B. 1942 — 2, 8] [26 
CFR, 19. 22 (d) — 2], is further amended by revising that portion thereof 
preceding the numbered paragraphs to read as follows: 

SEc. 19. 22(d) — 2. REqvIRKMENTS LNcIDENT To ADQPTIQN AND Vsm OF Ezxmxm 
MNTHon. — Except as otherwise provided in section 19. 22(d) — 1 with respect to 
retail inventory computations, the adoption and use of the elective inventory 
method is, by section 22(d) and regulations thereunder, made subject to the 
following requirements: 

PAR. 5. The amendments made by this Treasury decision shall be 
applicable to all taxable years beginning after December 81, 1988. 

(This Treasury decision is issued under the authority contained in 
sections 62 and. 22 (d) of the Internal Pvevenue Code (58 Stat. , 8', 11; 
26 U. S. C. , 62, 22 (d) ) . ) 

Gzo. J. ScIIozNrM~N, 
Commissioner o Interna/ Revenue. 

SECTION 22 (d) . — GROSS INCOME: [INVENTORIES— 
ELECTIVE METHOD]. 

SzcrzoN 29. 22(d) — 1: Inventories under elec- 1948 — 9-12791 
tive method. I. T. 8904 

(Also Section 19. 22(d) — 1, Regulations 108. ) 
INTU&RNAL nn&VU&KUU& CODE 

Price indices and data published by the Bureau of Labor Statistics 
under dates of February 8, 194S, and March 8, 1948, for use by depart- 
ment stores employing the retail and elective inventory methods. 

The following price indices and data, published by the Bureau of 
Labor Statistics as shown in Tables I, IA, II, and III for use by depart- 
ment stores employing the retail and elective inventory methods, are 
accepted by the Bureau of Internal Revenue pursuan1t to Treasury De- 
cision 5605 (page 16, this Bulletin), approved March 4, 1948, and 



[[j 29. 22(d) — 1. 

Ieograph 6O44 (page 91, this Bulletin), dated March 9, 1948, for 
appropriate application to inventories for taxable years of 19 months 
ended on June 80, July 31, and December 81, for the years 1941 to 1947, 
inclusive, and January 81, for the years 1942 to 1948, inclusive. 
TasLE Z. — Buf'catt of Labor Statistics, department store inventory tfrice indexes, 

by depaf'tment groutfs. 
[January, 1941= 100. ] 

Group. 
1941. 1942. 1943. 1944. 

January. July. January. July. January. July. January. July. 

I. Piece goods 
II. Shoes 

III. Underwear 
IV. Outerwear 
V. Men's wear 

VI. Furniture 
VII. Home furnishings 

VIII. Electrical equipment 
IX, Notions 

Total, Groups I, II, III, IV, 
V, IX 

Total, Groups VI, VII, VIII. 
Store total 

100. 0 
100. 0 
100. 0 
100. 0 
100. 0 
100. 0 
100. 0 
100. 0 
100. 0 

100. 0 
100. 0 
100. 0 

103, 2 
100. 7 
100. 5 
107. 6 
102. 1 
107. 2 
105. 0 
102. 0 
100. 3 

102. 5 
105. 1 
103. 2 

120. 3 
108. 7 
116. 7 
117. 9 
112. 9 
121. 0 
109. 0 
118. 1 
110. 2 

115. 0 
114. 4 
114. 8 

131. 3 
115. 4 
127. 6 
127. 9 
124. 3 
125. 3 
112. 6 
118. 4 
111. 8 

123. 6 
117. 6 
121. 5 

136. 8 
119. 2 
131. 8 
128. 7 
129. 8 
126. 2 
113. 7 
121. 8 
112. 7 

127. 5 
119. 1 
124. 9 

136. 9 
119. 7 
133, 8 
136. 1 
131. 6 
127. 7 
114, 2 
123. 0 
113. 2 

129. 6 
119. 9 
126. 3 

144. 1 
122. 2 
136. 3 
141. 8 
139. 4 
128. 7 
118. 2 
127. 5 
113. 7 

134. 8 
123. 0 
131. 5 

147. 2 
122. 7 
143. 7 
147. 6 
140. 9 
142. 9 
118. 4 
131. 8 
120. 6 

138. 7 
128. 1 
135. 1 

Group. 
1945. 1946. 1947. 1948. 

January. July. January. July. January. July. January. 

I. Piece goods 
II. Shoes 

III. Underwear 
IV. Outerwear 
V. Men's wear 

VI. Furniture 
VII. Home furnishings 

VHI. Klectrical equipment 
IX. Notions 

Total, Grouus I, II, III, IV, V, IX 
Total, Groups VI, VII, VIII 
Store total 

151. 0 
124. 6 
145. 0 
147. 7 
144. 7 
143. 0 
123, 2 
134. 6 
121. 2 

141. 9 
131. 4 
138. 9 

153. 9 
125. 1 
149. 0 
155. 1 
146. 1 
148. 6 
123. 3 
186. 1 
120. 8 

143. 8 
133. 3 
140. 1 

166. 7 
131. 1 
147. 0 
155. 8 
151. 1 
150. 2 
131. 6 
139. 6 

'120. 5 

148. 6 
138. 9 
145. 7 

167. 6 
135. 5 
151. 3 
162. 7 
161. 5 
162. 3, 
134. 2. ' 
147. 9 
120. 6 

15 . 8 
145. 2 
149. 2 

196. 4 
160. 6 
158. 8 
164. 7 
178. 9 
168. 9 
148. 4 
157. 9 
124. 6 

166. 7 
156. 7 
163. 6 

196. 6 
174. 8 
169. 2 
174. 9 
188. 8 
183. 2 
150. 3 
166. 9 
129. 3 

172, 6 
163. 3 
169. 1 

218. 6 
190. 3 
178. 2 
181. 3 
190. 0 
184. 9 
162. 5 
170. 1 
140. 5 

184. 5 
171. 0 
180. 5 

No'rE: 
I. Piece goads, domestics, snd draperies. 

II. Shoes. 
IH. Ladies' underwear. 
IV. Ladies' and girls' outerwear. 
V. Men's and boys' wear. 

VI. Furniture and bedding. 
VII. Home furnishings. 

VIII. Major appliances and electrical goods, 
IX. Notions and toilet articles. 

Tnffz E IJI. — Bureau of Labor Statistics, departntent store invcnJorfg price indexes, 
bfJ department groups. 

[July, 1941 =100. ] 

Group. 
July, 
1941. 

July, 
1942. 

July, 
1943, 

July, 
1944. 

July, 
1945. 

July, 
1946. 

July, 
1947. 

I. Piece goods, domestics, draperies 
II. Shoes 

III. Ladies' underwear 
IV. Ladies' and girls' outerwear 
V. Men's and. boys' wear 

VI. Furniture snd bedding 
VII. Home furnishings 

VIII. Major appliances and electrical goods 
IX. Notions and toilet articles 

100. 0 
100. 0 
100. 0 
100. 0 
100. 0 
100. 0 
100. 0 
100. 0 
100. 0 

127. 2 
114. 6 
127. 0 
118. 9 
121. 7 
116. 9 
107. 2 
116. 1 
111. 5 

132. 7 
118. 8 
133. 1 
126. 5 
128. 9 
119. 1 
108. 8 
120. 6 
112. 8 

142. 6 
121. 8 
142. 9 
137. 1 
138. 0 
133. 3 
112. 7 
129. 2 
120. 3 

149. 2 
124. 2 
148. 2 
144. 1 
148. 1 
138. 6 
117. 5 
13a 5 
120. 4 

162. 5 
134. 6 
150. 6 
151. 2 
158. 2 
151. 4 
127. 8 
145. 1 
120. 3 

190. 6 
173. 6 
168. 4 
162. 5 
184. 4 
170. 9 
143. 1 
163. 6 
129. 0 

Total, GroupsI, II, III, IV, V, IX 
Total, Groups VI, VII, VIII 
Store total 

100. 0 
100. 0 
100. 0 

120. 6 
111. 9 
117. 7 

126. 5 
114. 1 
122. 4 

135. 3 
121. 9 
131. 0 

140. 2 
126. 8 
135. 8 

148. 1 
138, 1 
144. 6 

16%. 8 
155. 3 
164. 0 
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TABLE II. — Bureau of Labor 8tatistics, annual yercent increase in departltent 
store inventory price indexes, by depart?nent groups 

January to 1'anuary. 

Group. 
1941 to 
1942. 

1942 to 
1943. 

1943 to 
1944. 

1944 to 
1945. 

1945 to 
1946. 

1946 to 
1947. 

1947 to 
1948. 

I. Piece goods, domestics, and 
draperies 

II. Shoes 
III. Ladies' underwear 
IV. Ladies' outerwear and girls' 

wear 
V. Men's and boys' wear 

VI. Fur'niture and bedding 
Vll. Home furnishings 

VIII. Major appliances and electrical 
goods 

IX. Notions and toilet articles 

20. 3 
8. 7 

16. 7 

17. 9 
12. 9 
21. 0 
9. 0 

18. 1 
10. 2 

13. 7 
9. 7 

12. 5 

9. 2 
15. 0 
4. 3 
4. 3 

3. 1 
2. 3 

5. 3 
2. 5 

9. 8 
7. 4 
2. 0 
4. 0 

4. 7 

4. 8 
2. 0 
6. 4 

4. 6 
3. 8 

11. 1 
4. 2 

5. 6 
6. 6 

10. 4 
5. 2 
1. 4 

5. 5 
4. 4 
6. 0 
6. 8 

17. 8 

S. 0 

5. 7 
& 18. 4 

12. 5 
12. 8 

13. 1 
8. 4 

11. 3 
18. 5 
12. 2 

10. 1 

9. 5 
9. 5 

7. 7 
12. 8 

Total, Groups I, II, III, IV, V, IX 
Total, Groups VI, VII, VIIL 
Store totaL 

15. 0 
14. 4 
14, 8 

10. 9 
4. 1 
8. 8 

5. 7 
3. 8 
5. 3 

6. 8 
5. 6 

4. 7 
5. 7 
4. 9 

12. 2 10, 7 
12. 8 9. 1 
12. 3 1(t 3 

July to July. 

Group. 
1941 to 
1942. 

1942 to 
1943. 

1943 to 
1944. 

1944 to 
1945. 

1945 to 
1946. 

1946 to 
1947. 

I. Piece goods, domestics, and draperies 
Il. Shoes 

III. Ladies' underwear. 
IV. Ladies' outerwear and girls' wear 
V. Men's and boys' wear 

VI. Furnitme snd bedding 
VII. Home furnishings 

VIIL Major appliances and. elecirical goods 
IX. Notions and toilet articles 

Total, Groups I, II, III, IV, V, IX 
Total, Groups VI, VII, VIII 
Store total 

27. 2 
14. 6 
27. 0 
18. 9 
21. 7 
16. 9 
7. 2 

16. 1 
11. 5 

20. 6 
11. 9 
17. 7 

4. 3 
3. 7 
4. 8 
6. 4 
5. 9 
1. 9 
1. 5 
3. 9 
1. 2 

4. 9 
9. 0 
4. 0 

7. 5 
2. 5 
7. 4 
8. 4 
7. 1 

11. 9 
3. 6 
7. 1 
6. 6 

7. 0 
6. 8 
7. 0 

2. 0 
3. 7 
5. 1 
3. 7 
4. 0 
4. 2 
83 
. 1 

3. 6 
4. 0 
3. 7 

S. 9 
S. 3 
1. 6 
4. 9 

10. 5 
9. 2 
8. 8 
8. 7 — . 1 

5. 6 
S. 9 
6. 5 

17. 3 
29. 6 
1L3 
7. 5 

16. 6 
12. 9 
120 
12. 8 
7. 2 

13. ? 
12. 5 
13. 4 

& fncorrectly printed as 8. 4 in release of January 7, 1948. 

TABL E III. — Bureau of Labor Statistics, deyartinent store inventory price indexes, 
grouping of Controllers Congress Deyartrrtents. 

BLS group. Controllers C ongress Dep sr tznent. 

Number and name. Num- 
ber. Name. 

I. Piece goods, domestics, and draperies 

ll. Shoes 

III. Ladies' underwear 

IV. Ladies' outerwear and girls' wear 

11 
12 
13 
14 
15 
18 
74 
47 
67 
36 
3? 
38 
39 
42 
43 
34 
51 
52 
53 
54 
55 
57 
59 

Silks, velvets, and synthetics. 
Woolen dress goods. 
Wash goods and linings. 
Linens. 
Domestics — Muslins, sheetings, etc. 
Blankets, comfortables, and spreads. 
, Draperies, curtains, and upholstery. 
Women's and children's shoes. 
IVfen's snd boys' shoes. 
Corsets and brassieres. 
Women's and children's hosiery. 
Knit underwear. 
Silk and muslin underwear and slips. 
Negligees and robes. 
Infants' wear. 
Millinery. 
Women's and misses' coats and suits. 
Jrmior miss coats, suits, and dresses. 
Women's and misses' dresses. 
Blouses, skirts, and sportswear. 
Girls' wear. 
Aprons, house dresses, and uniforms. 
Furs. 
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TABLE &&L — Bareau of Labor Htattsttcs, department store trtoentorjf prtce tndezes, 
groftptng of Controllers Congress Departwtertts — Continued. 

BLS group. Controllers Congress Department. 

Number and name. Num- 
ber. Name. 

V. Men's and boys' wear 

VI. Furniture and bedding 

VII, Home furnishings 

VIII. Major appliances and electrical goods 

IX. Notions 

X. No index computed 

61 
62 
65 
66-C 
66-F 
71-M 
71-U 
71-0 
72 
73 
76 
78 
79 
81 
75 
77 
84 
21 
23 
24 
25-S 
25-C 
K-F 
26 
27 
28 
31 
33 
35 
46 
91 
92-S 
92-C 
93 

Men's clothing. 
Men's furnishings. 
Men's hats. 
Boys' clothing. 
Boys' furnishings. 
Mattresses, springs, and studio beds. 
Upholstered furniture. 
Other furniture. 
Oriental rugs. 
Domestic aoor coverings. 
China and glassware. 
Housewares. 
Gift shop. 
Pictures, frames, and mirrors. 
Lamps and shades. 
Major appliances. 
Radios, phonographs, and records. 
Laces, trimmings, and ribbons. 
Notions. 
Toilet articles, and drug sundries. 
Silverware snd clocks. 
Costume jewelry. 
Fine jewelry and watches. 
Umbrellas. 
Art needlework. 
Books and stationery. 
Neckwear and scarfs. 
Handkerchiefs. 
Women's and children's gloves. 
Handbags and small leather goods. 
Toys and games. 
Sporting goods. 
Cameras and photographic equipment. 
Luggage. 

SEOTIoN 29. 22(d) — 1: Inventories under elec- 
tive method. 

(Also Section 19. 22 (d) — 1. ) 
INTERNAL REVENUE CODE. 

Regulations 103 and 111 amended. (See T. D. 5605, page 16. ) 

SEOTIoN 29. 22(d) — 2: Requirements incident to 
adoption and use of elective method. 

1948-7-12770 
Mim. 6244 

Use of elective inventory method by taxpayers using retail inven- 
tory method. 

TREASURT DEPARTMENT) 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE) 

Washington 85, D. C. , 3farch 9, 19/P. 
Collectors og Internal Revenue, Internal Revenue Agents in Charge, 

II'eads of Field Divisions of tlie Tecltnical Stag, and Others 
Concerned: 
1. Section 22(d) (1) of the Internal Revenue Code provides an 

elective method for inventorying goods, commonly referred to as' the 
last-in file-out, or LIFO, inventory method. Section 22(d) (2) 
(A) of the Code provides that the elective method shall be applied 
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only with respect to the goods specified by the taxpayer in an app»- 
cation filed with the Commissioner. The Commissioner's regulations 
with respect to the elective inventory method have heretofore made 
no provision for retailers to group such goods into classes; The 
Bureau has held that the use of the elective inventory method was not 
available to taxpayers whose inventory records are kept on the basis 
of the retail inventory method permitted under section 29. 22(c) — 8 of 
Regulations 111 and. section 19. 22 (c) — 8 of Regulations 103. 

2. The Tax Court, held in the case of B'utzler Bros. Co. v. Com- 
missioner (8 T. C. , 14) that, a taxpayer using the retail inventory 
method is entitled to usc the elective inventory method. The grouping 
of goods by classes under the retail inventory method necessarily in- 
volves the use of some type of index numbers for measuring the extent 
of price changes in the various classes of goods concerned. The de- 
cision laid down no rule concerning the nature or type of index num- 
bers which might be proper, nor did it, prescrib other details of . 

methods for applying the LIFO method in the case of retail merchants. 
3. Treasury Decision 5605, approved March 4, 1948 [page 16, this 

Bulletin], amends Regulations 103 and 111 to expressly perinit the use 
of the elective inventory method by taxpayers using the retail inven- 
tory method. Certain principles are laid down for the application of 
the elective inventory method by such taxpayers. First, since the elec- 
tive method requires the use of cost, the retail selling prices of goods in- 
cluded in the opening inventory and purchased during the year must 
be adjusted for mark-downs as well as mark-ups during the year with- 
out regard to the taxpayer's previous practice with respect to mark- 
d'owns under the retail method. This requirement does not apply to 
retailers employing the retail inventory method without the use of the 
elective method. Second, the price indices employed in the adjustment 
of the apparent, cost of goods in the closin~ inventory for price changes 
taking place during the year must be strown, to the satisfaction of 
the Commissioner, to be acceptable. Any price indices must be based 
upon sound statistical principles of construction and upon adequate 
records to be kept available for examination by the Bureau. 

4. Arrangements have been made between representatives of the re- 
tail trade, and the Ignited States Bureau of Labor Statistics for that 
agency to compute and publish a, series of group index numbers of retail 
prices, on a country-wide basis, suitable for use by individual depart- 
ment s~tores, which will be acceptable to the Commiss oner. These index 
numbers will cover the period from 1941 to the present on a semiannual 
basis, and will appear semiannually in the future. The use of such 
indices of the Bureau of Labor Statistics is not mandatory; indices 
may be prepared by an individual taxpayer based upon his owll data, 
on prices and inventory quantities, if adequate, and if proof is sub 
mitted that sound statistical methods have been employed that assure 
reliable indices, not only for the particular year in question, but for 
subsequent years. Retailers who have filed, on the basis of the elective 
method, returns for past years which are still open, and who used 
indices that are not acceptable to the Commissioner, inay file amended 
returns employing acceptable indices. 

5. Index numbers for the years ended January, 1941 to 1947 in 
elusive, were published by tile Bureau of Labor Statistics oli January 
7, 1948, and similar da, ta for July of those years was published on Febru 
ary 3, 1948. Semiannual indices for January 15 and July 15 will be 
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published, in the future, in March and September of each year. In- 
dices as of the 15th of a month will be deemed to be representative of 
prices at either the beginning or end of such month. These releases of 
the Bureau of Labor Statistics will also be published in the Internal 
Revenue Bulletin. 

6. The following groups have been used by the Bureau of Labor 
Statistics as the ba~sis for the preparation of the indices for past years 
for use by department stores: 

I. Piece goods, domestics, and draperies. 
II. Shoes. 

III. Ladies' underwear. 
IV. Ladies' outerwear and girls' wear. 
V. Men's and boys' wear. 

VI. Furniture and bedding. 
VII. Home furnishings. 

VIII. Major appliances and electrical goods. 
IX. Notions and toilet articles. 

Beginning with January, 1948, price data will be gathered on addi- 
tional commodities that may allow the segregation of additional 
groups. The Bureau of Labor Statistics shows in Table III of its 
release of January 7, 1948, the coverage of each of the above groups, 
by naming the departments of a typical department store, as described 
by the Controller's Congress of tlie National Retail Dry Goods Asso- 
ciation, which are included in each group. 

Y. In using such group indices, a department store taxpayer will 
apply to the inventory data for each of his departments separately, in 
the manner described below, the index for the group in which the de-' 

partment logically belongs. A. given group index may be applicable 
to a number of departments in a store. 

8. The problem arises of what indices are to be employed for a de- 
partment which does not fit into any one of the nine groups named 
above. In this case an index should be employed which represents an 
average for the whole of the remainder of the store. For example, this 
index may be the store total, as shown by the Bureau of Labor Statis- 
tics, or that shown for apparel, piece goods, and notions conib~ned 
(groups I, II, III, IV, V, and IX), whichever of these combinations 
more closely represents the coverage of the inventory stock carried by 
the store. 

9. The method of making the first-year price adjustments to the 
closing inventory values under the retail inventory method, combined 
with the elective (LIFO) method, is illustrated in Exhibits A and B, 
hereafter set forth, for three hypothetical departments. In the 6rst 
two departments there was an increase in the physical quantity of in- 
ventory during the year in question, as shown by the comparison of the 
adjusted retail value at the end of the year and the retail value at the 
beginning of the year. In the first department prices rose during the 
year, as shown by the index, while in the second, prices fell. In the 
third department there was a decline in the physical quantity of 
lllvelltoi'V. 

10. To illustrate further the principles involved, Exhibits C and D 
show the adjustments for two additional years for department 1, the 
data for the first year being repeated to show the continuity. It is 
assumed that the physical quantity of inventory increased in the first 
two years, but decreased in the third year, as indicated by the adjusted 
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retail values. It is to be noted that the decrease in the third year elimi- 

nated all of the second year increase, and part of the Grst year's in- 

crea. se, Srt that order, retaining in the closing inventory the merchandise 

appearing in the opening inventory "in the order of acquisition. " 
Thus, it is necessary under the elective method to retain the identity 
of each annual increment to the inventory of each department. The 

rice changes are measured by reference to the-Gxed prices at the 

eginning of the first LIFO year and the retail inventory value on each 

inventory date is adjusted to the price level on that date. 
11. These illustrations are intended to show t' he main principles 

involved in the LIFO adjustments to retail inventories, and are not 
intended to cover all accounting details of computations which niay 
be required, particularly in later years, under the elective method. 

12. Correspondence regarding this mimeograph should refer to its 
number and the symbols indicated for the appropriate Bureau ofBce 

concerned: Collectors of internal revenue, AAC: Col; internal revenue 

a&czents in charge, IT: EIM; and heads af Geld divisions of the Tech- 
nical Sta8, TS: API, M. 

Gzo. J. SCIIOENEMxNI 
Co fnrft''sstoner. 

EXHIBIT 

fjfethott of eomt)ftttng LIII"0, retail tneentory, three ttettarttnents, ftrst year. 

Step 
No. 

Item or computation. 

Department No. 

1. Women's 2. Men' s 
shoes. furnishings. 3. Linens. 

9 
10 
11 

12a 
125 
13 

I. DSTS FROM TitxzaYER'S BOOKS. 

Opening inventory — retail value 
OpenIng inventory — mark-on per cent per cent 
Opening inventory — cost (1 reduced by 2) 
Mark-on on year's purchases (see step 12a) per cent 
Closing inventory — retail value. . 
Closing inventory — mark-on per cent per cent 
Closing inventory — cost (FIFO) (5 reduced by 6) 

II. PRIOE INDEX DSTE. 

Price index, close of year relative to prices at beghming of 
first LIFO year as 100 per cent per cent 

III. LIFO COMPDTSTIONS. 

Closing inventory — adjusted retail value (5 —:8) 
Increase (decrease) in year (9 — 1) 
Increase at current prices (10X8) 
Cost of incresso (11 reduced by 4) 
Cost of decrease (10 reduced by 2) 
LIFO closing inventory (3+12s or 3 — 125) 

$25, 000 
43. 6 

$14, 100 
44. 7 

$36, 000 
44. 4 

$20, 016 

10S. 4 

$33, 210 
$8, 210 
$8, 900 
$4, 922 

$19, 022 

$40, 000 
45. 2 

$21, 920 
44. 8 

$39, 400 
44. 9 

$21, 709 

$40, 914 
$914 
$880 
$486 

$22, 406 

$10, 000 
44. 1 

$5, 590 

$10, 400 
44. 4' 

$5, 782 

113. 7 

$9, 147 
($853) 

($477) 
$5, 113 

NoTES. — (a) The marl--ons in steps 2 and 4 must be computed taking account of mark-downs as well as 
mark-u ps. 

(5) In succeeding years the data to be used in steps 1, 2, and 3, to the extent applicable, will be taken from 
the taxpayer's books as of the beginning of the first year of the use of the LIFO method, and will be identical 
with those showu in the first year's computation. 

(c) Steps 6 and 7 are shown i, o allow comparison of LIFO and I"IFO inventories. 
(4) The index in step 8 is the index of retail prices applicable to thc goods in each department, showing 

the level of prices at the end of the year (10S. 4 per cent in department 1) relative to the beginning of the 
year (100 per cent). 
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EXHTIIZT B. 
3Iethod of copnpfdting LIFO, retail inventory, throe departments, first year. 

Dept. Ie 
Thousands 
of dollars 

Ae l. all 

20 
M4tk' 

OII 

cost 

Iletall 

Mark On 
on 

Teal'L s 
Purchases 

44. TD 

Increase 
at 

0 0 i);. ;. . . at Ead 
Or Teat 

( 

hsl'k on 
44 ~ 4% 

Cost 

Index 
or 

Ptiaee 
108. 4% 

Price sdfusulentv sdlueted Current gCost Elenent 
Retell Iaclesse PrlCCS i cost or 

Et p t I 2 

Dept. 2 
Thousesds 
of 4ol lars Retell 

3 4 6 6 7 6 0 10 I I 12a 13 
Increase ost El@lant 

st 
soiusted Current, cost or 

Price sdJueheentp Retell Illcrease Prices P lacrosse 

hstk 
on 

46. Zp 

Cost. 

hark on 
44. Qp 

Cost 

L I ID 
Illventcgl 
at End 
of Test 

10 

Mark On 
on 

Teer's 
purchases 

44. SIL 

Index 
of 

Pl'lees 
oa, hp 

stepv I 2 3 4 

Dept. 3. 
6, 6„7 3 9 10 'l I 12a 13 

Cast El anent 
Theusssds 
of dol'lars 

R 
10 

Mstk 
an 

44. 1$ 

Cast 

Retell 

Price soiusheenbt 

hark on 
44. 43 

Cost 

Decrease Cast or 
sditistea ~~n Decrease 

IMID 
I avestan 
ILI Ind 
or Teat 

MSI't On 
oa 

Tear's 
Purchases 

44. 65 

Index 
or 

Prices 
I In. Tfo 

step~ I 2 

opening Inventolp 
PI ID 

Closlnn Inventors 
Pl IO 

13 

LIFO 
Closing 

Inventory 

796390' — 43 — 3 
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EXHIBIT C. 

Method of cOmpeting LIFO, retail int)entory, department No. I, ftrst three tiears. 

Step 
No. Item or computation. First 

year. 
Second Third 
year. year. 

10 

12 

13 

I. DATA, FROM TAXPAYER S BOOKS. 

Opening inventory — first LIFO year, retail 
Opening inventory — first LIFO year, mar@on per sent per cent 
Opening inventory — first LIFO year, cost (1 reduced by 2) 
Mark-on on year's purchases per cent 
Closing inventory given year — retail value 

II. PRICE INDEX DATA. 

Price index, close of given year relative to prices at beginning of first 
LIFO year as 100 per cent per cent 

IIL LIFO COMPDTATIONS. 

Closing inventory — adjusted retail value at price level of opening 
inventory for first LIFO year (5 —:8) 

Increase over opening inventory for first LIFO year (9 — 1) 
e. Amount of increase attributable to first year 
5. Amount of increase attributable to second year 

Increase at prices existing when acquired: 
in First year's increase (10oX108. 4 per cent) 
5. Second year's increase (105X110. 6 per cent) = 

. Cost of increases: 
a. First year's increase (llc reduced by 44. 7 per cent) 
5: Second year's increase (115 reduced by 44. 8 per cent) 

Add (3) above 
LIFO closing inventory (sum of 12 and 3) 

$25, 000 
43. 6 

$14, 100 
44. 7 

$36, 000 

108. 4 

$33, 210 
$8, 210 
$8, 210 

$8, 900 

$4, 922 

$14, 100 
$19, 022 

$25, 000 
. 43. 6. 

$14, 100 
44. 8 

$43, 000 

110. 
' 

6 

$38, 879 
$13, 879 
$8, 210 
$5, 669 

$4, 922 
$3, 461 

$14, 100 
$22, 483 

$25, 000 
43. 6 

$14, 100 
44. 9 

$34, 000 

114. 0 

$29, 825 
$4, 825 
$4, 825 

$2, 892 

$14, 100 
$16, 992 
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ZXHTIITT D. 

HeNod af cofntfffting LIFO, retail inrentory, ftettartfftent Xo. I, first tltree years. 

Tksu sands 
ot dollars 

30 

First Year 

Crt glnal 
Retail 

Ill vest f ofr 

Closing 
inv. 

Rerail 

108. 49 
Price 
index 

Increase 
at 

Currea t 
Prices 

Re tat 1 gCost 

HHa 
Adtuated 100, 4% j af Increate 

20 

IO 

Cost 

Teat' 
0 Mark oa 

44. vg 

LI FO 
Clostng 

tnven torr 

Step o I 2 3 9 5 9 9 10 I I I 2 I 3 

Second Year 
Tlloocuede 
of dollars 

Closing 
Inv. 

Retell 

Increases at prices 
linen Acaulred 

Ito. sg Mark on, 44. 8% 

30 

Original 
Retell 

Invenrorr 

I 10. 8$ 
Pt'ice 
lnaex 

~ Costs of tncreasesf 
8-xna year 

2 1-1st Tear 

20 

10 

Mark 
an 

48. 8% CosT. 

Tear 
0 MarX an 

44. 8% 

L 1 fo 
Closlpe 

I n v eat e rr 

Step e I 2 3 9 8 3 9 10 I I 12 13 

Tkoexusdx 
of dollars 

30 

Third Year 

Orl taunt 
Retell 

taventorr 

Closing 
in v. 

Retell AdJusted 
Retail 

114. Og 

tncrease st prices 
uncs Acuui red 

108. 4 Mark on, 44. f% 
Incr. 8 ~cost'of Raesinaer of 

1st year Increase pr. lnaex 

20 

IO 

Mern 
on 

48. 4% r. ost 

Teer 
0 Mark on 

44. pf 

I. l FQ 
Closlflg 

tnventurr 

Step-o I 2 3 8 5 S 9 

Opening tnventorr 
First LIFC Tear 

10 I I 12 13 

SEcTIQN 29. 22(d) — 2: Requirements incident, to 
adoption and use of elective method. 

(Also Section 19. 22 (d) — 2. ) 
INTERNAL REVENUE CODE. 

Regulations 103 and 111 amended. (See T. D. , "JCOv, page 16. ) 
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SECTION 22(n). — GROSS INCOME: DEFINITION OF 
"A. DJUSTED GROSS INCOME. " 

SzcTIoN 29. 22 (n) — 1: Adjusted gross income. 

INTERNAL REVENUE CODE, 

Tennessee use tax paid by consumers with respect to property used 
in trade or business. (See I. T. 8905, page 82. ) 

SECTIoN 29. 22(n) — 1: Adjusted gross income. 

INTERNAL REVENUE CODE. 

Tennessee tobacco tax paid by. individual in connection with to 
bacco products used. in trade or business. (See I. T. 8906, page 88. ) 

SzcTIoN 29. 22(n) — 1: A. djusted gross income. 

INTERNAL REVENUE CODE. 

Rhode Island sales and use taxes paid by retailers or purchasers and 
attributable to a trade or business. (See I. T. 8909, page 84. ) 

SzcTIoN 29. 22(n) — 1: Adjusted gross income. 

INTERNAL REVENUE CODE. 

Mississippi gasoline tax paid by individuals who use gasoline in 

trade or business. (See G. C. M. 25579, page 86. ) 

SECTION 28(a). DEDUCTIONS FROM GROSS 
INCOME: EXPENSES. 

SEOTIoN 29. 28(a) — 1: Business expenses. 

INTERNAL REVENUE CODE. 

1948 — 6 — 12760 
I. T. 8894 

Amounts paid as liquidated damages by an employer to the United 
States under tbe Walsh-Healey Public Contracts Act (49 Stat. , 2036) 
are deductible for Federal income tax purposes to the extent that such 
amounts represent damages for minimum wage and overtime viola- 
tions. 

Amounts paid as liquidated damages by an employer to the United 
States on account of violations of the child labor provisions of the 
Walsh-Healey Public Contracts Act are not deductible for Federal 
income tax purposes. 

Advice is requested as to the deductibility for Federal income tax 
purposes of amounts paid as liquidated damages by an employer to the 
United States under the Walsh-Healey Public Contracts Act (49 Stat. , 
2086) with respect to (1) minimum wage and overtime violations and 
(2) child labor violations. 

Section 1 of the Walsh-Healey Public Contracts Act provides that 
any contracts made by any agency or executive department, of the 
'United States shall include, inter cliquy certain stipulations relative to 
wages and hours and employment of minors under specified ages 
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tion 2 provides that any breach or violation of any of the representa- 
tions and stipulations in any contract for the purposes set forth ln 
section 1 shall render the party responsible therefor liable to the United 
States for liquidated damages, in addition to damages for any other 
breach of contract, in the sum of $10 per day for each child labor viola- 
tion and in a sum equal to the amount of any deductions, rebates, re- 
funds, or underpayment of wages due to employees engaged in per- 
formance of the contract. Such sums may be withheld by the Govern- 
ment from any amounts due on the contract or may be recovered. in suits 
brought in the name of the United States of America by the Attorney 
Gene~ral. Section 2 of the Act further provides that all sums withheld 
or recovered as deduction. s, rebates, refunds, or underpayment of wages 
shall be held in a special deposit account and shall be paid, on order of 
the Secretary of Labor, directly to the employees who have been paid 
less than minimum rates of pay as set forth in such contracts and on 
whose account such sums were withheld or recovered, subject to a time 
limitation for the filing of claims. 

Section 28 (a) (1) (A) of the Internal Revenue Code provides in part 
that in computing net income there shall be allowed as deductions: 'All 
the ordinary and necessary expenses paid or incurred. during the ta. . - 
able year in carrying on anv trad. e or business 

AInounts paid. as liquidated damages by an employer to the United 
States und. er the Walsh-Healey Public, Contracts Act are deductible for 
Federal income tax purposes to the extent that such amounts represent 
damages for minimum wage and. overtime violations. 

Fines or penalties, however, do not constitute items of ordinary and 
necessary business expense, and where a taxpayer has violated a Federal 
or State statute and incurred a fine or penalty, he has not been per- 
mitted a tax deduction for its payment. (See Great Northern Paihoay 
Co. v. Comrniesi oner, 40 Fed. (2d), 872, certiorari denied, 282 U. S, , 855, 
and Burroughg Building 3laterial Co. v. Comnu8aioner, 47 Fed. (2d), 
178, Ct. D. 297, C. B. X — 1, 897 (1981). ) In Comnrigsioner v. Hein- 
inger (820 U. S. , 467, 478, Ct. D. 1596, C. B. 1944, 484, 486), the 
Supreme Court of the United States pointed out that the Federal courts 
from time to time have "narrowed the generally accepted meaning of 
the language used in section 28(a) [of the Codej in order that tax 
deduction consequences might not frustrate sharply defined National or 
State policies proscribing particular types of conduct. " (See 8cioto 
Provision Co. v. Comrnigsioner~ 9 T C ~ 

489 ) 
In view of the clearly d fined national policy underlying the child 

labor provisions of the Walsh-Healey Public Contracts Act and the 
fact that sums paid on account of violations thereof are penalties for 
"an OAense against the public justice of the State" (cf. Hunting(on v. 
Attril/, 146 U. S. , 657, 674), it is held that amounts paid as liquidated 
damages by an employer to the United States on account of violations 
of the child labor provisions of the Act are not deductible for Fecleral 
income tax purposes. 

SEUTIoN 29. 28 (a) — 1: Business expenses. 
INTERNAL REVENUE CODE. 

Cost of Tennessee tobacco tax stamps purchased by dealers and 

distributors. . (See I. T. 8906, page 88. ) 
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SEcTIUN 29. 28 (a) — 1: Business expenses. 

INTERNAI REVENUE CODE. 

Rhode Island sales tax paid by purchaser with respect to property 
purchased for use in trade or business. (See I. T, 8909, page 84. ) 

SECTioN o9. o8(a) — 10: Rentals. 1948-8 — 12784 
I. T. 8901 

INTERNAL REVENUE CODE. 

A fair amount of rent paid by a husband to his wife for the use of 
Wisconsin real estate owned by them as joint tenants is deductible 
as a business expense by the husband in his separate Federal in- 
come tax return where the husband uses the property in connection 
with his business. 

Advice is requested as to the deductibility of rent paid by a husband 
to his wife for the use in his business of Wisconsin real estate owned 
by them as joint tenants. 

A husband and wife hoMing Wisconsin real estate as joint tenants 
may each report one-half of the net income from such property in 
separate Federal income tax returns. (See I. T. 8754, C. B. 1945, 
148. ) That conclusion was based primarily on the provisions of. 

sections 284. 91, 946. 01, and 946. 08 of the Wisconsin Statutes, 1941. 
Those provisions, which are also contained in the Wisconsin Statutes, 
1945, provide as follows: 

234. 21. AOTIoNs BETwEEN CQTENANTS. — One joint tenant or tenant in common 
and his executors or administrators may maintain an action for money had and 
received against his cotenant for receiving more than his just proportion of the 
rents or profits of the estate owned by them as joint tenants or tenants in common. 

240. 01. REALTY oF. — The real estate of every description, including all held in 
joint tenancy with her husband, and the rents, issues and profits thereof of any 
female now married shall not be subject to the disposal of her husband, but shall 
be her sole and separate property as if she were unmarried. 

243. 93. MAY REcEIvE, HoLD AND CDNYEY PRQPEETY. — Any married female may 
receive by inheritance or by gift, grant, devise or bequest from any person, hold 
to her sole and separate use, convey and. devise real and personal property and 
any interest or estate therein of any description, iucluding all held in joint 
tenancy with her husband, and the rents, issues and profits thereof in the same 
manner and with like effect as if she were unmarried, and the same shall not 
be subject to ihe disposal of her husband nor be liable for his debts. Any con- 
veyance, transfer or lien executed by either husband or wife to or in favor of. 
the other shall be valid to the same extent as between other persons. 

It appears from the quoted provisions of law that there is a de]Inite 
obligation on the part of the taxpayer to pay to his wife at least one- 
half of the fair rental value of the real estate held by them as joint 
tenants which is used by him in his business. To deny the taxpayer 
the right to deduct fair rent paid to his wife would, in eRect, disregard 
the wife's right of participation in possession and use of the property, 
and would conflict with the position of the Bureau that income from 
property held in joint tenancy is taxable to the tenants in proportion 
to their respective interests in the property, 

In view of the foregoing, it, is held that a fair amount of rent paid 
by a husband to his wife ~for the use of Wisconsin real estate owned 
by them as joint tenants is deductible as a business expense by the hus 
band in his separate Federal income tax return where the husband uses 
the property in connection with his business. 
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SECTION 29 28(a) — 11: Expenses of fa, rmers. 

INTERNAL RLrVENUE CODE. 

Amounts expended in development of farms, orchards, and ranches. 
(See Mim. 6080, Supplement 1, page 42. ) 

SECTION 29. 28(a) — 11: Expenses of farmer's 
INTERNAL REVENUE CODE. 

Expenses of production of agricultural products contributed by a 
farmer or other producer to org&'anizations described in section 28(o) 
or section 28(q) of the Internal Revenue Code. (See I. T. 8910, 
page 15. ) 

SECTION 28(c). — DEDUCTIONS FROM GROSS 
INCOME: TA. XES GEiVERALLY. 

SEcTIQN 29. 28 (c) — 1: Taxes. 1948-5-12755 
I. T. 8892 

INTERNAL REVENUE CODE AND REVENUE ACT OP 1928. 

The 3-cent tax imposed by the State of North Dakota on motor 
vehicle fuel under the initiated measure approved on June 80, 1926, 
as amended, is deductible for Federal income tax purposes under 
section 28(c) (1) of the Internal Revenue Code by the dealer upon 
whom it is imposed, and not by the consumer. I. T. 2519 (C. B. 
IX — 1, 92 (1980) ) revoked. 

The additional 1-cent tax imposed by the St'ate of North Dakota 
on motor vehicle fuel by chapter 170, Laws of North Dal-ota, 1939, 
and subsequent le islation is also deductible under section 28(c) (1) 
of the Code by the dealer upon whom it is imposed. 

The North Dakota motor vehicle fuel taxes are not retail sales 
taxes and are not deductible by the consumer under section 28 (c) (3) 
of the Code. 

Reconsideration has been given to I. T. 2519 (C. B. IX — 1, 92 (1980) ), 
in which it was held that the motor vehicle fuel (8-cent) tax imposed 
by the State of North Dakota under the initiated measure appro; ed 
on June 80, 1926, as amended, is deductible in the income tax return 
of the consumer who pays it anted to whom it is not refunded. 

I. T. 2519, supra, was predicated on the provisions of the law of the 
State of North Dakota quoted therein, which provisions seemed to im- 
pose the motor vehicle fuel tax upon the purchaser of fuels used for 
the purpose of operating motor vehicles in whole or in. part upon. any 
of the public highways of the State of North Dakota. An additional 
1-cent tax has been imposed by the State of North Dakota on motor 
vehicle fuel from A. pril 1, 1989, to the present date. (Laws of North. 
Dakota, 1989, chapter 170; Laws of North Dakota, 1941, chapter 191; 
Laws of North Dakota, 1948, chapter 268 (see North Dakota Revised 
Code of 1948, chapter 57 — 48); Laws of North Dakota, 1944 — 45, chapter 
889, initiated measure approved November 7, 1944. ) 

T~he Supreme Court of North Dakota held in Federal LaM BamIe 

of gt. Pou/v. DeEoch ford etal. (69 N. D. , 882; 287 N. W. , 522) that the 
legal incidence of the tax imposed by the terms of the North Dakota 
initiated measure approved June 80, 1926, as amended, is upon the 
dealer. Such being the legal incidence of the tax, it is not to be re- 
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garded as being passed on, as such, to the purchaser ~eely because the 
price to the purchaser is increased because of. the tax. Tyhe Supreme 
Court of North Dakota also held in Z'ing et al. v. Baker, 8tate Audi to~ 
(69 N. D. , 581; 288 N. W. , 565), following the reasoning in Federal 
Land Bank of St. Pan/ v. DeEochford et aL, that the additional license 
tax of 1 cent per gallon is not a tax upon a user of motor vehicle fuel. 
The Supreme Court of the United States held in Federal Land Bank of 
8t. Pan/ v. Bismarck Lumber Co. et al. (814 U. S. , 95) that the de- 
termination of the incidence of the tax by the Supreme Court of North 
Dakota is controlling with respect to the question whether a tax levied 
by the State is imposed upon the vendor or the vendee. 

In view of the foregoing, it is held that the 8-cent tax imposed by 
the State of North Dakota on motor vehicle fuel under the initiated 
measure approved on June 80, 1926, as amended, is deductible for 
Federal income tax purposes under s~ection 28(c) (1) of the Internal 
Revenue Code by the dealer upon whom it is imposed, and not by the 
consumer. I. T. 2519, supra, is revoked. 

It is also held that the additional 1-cent tax imposed by the State of 
North Dakota on motor vehicle fuel by chapter 170, Laws of North 
Dakota, 1989, and subsequent legislation is deductible under section 
28 (c) (1) of the Code by the dealer upon whom it is imposed. 

It is held further that the North Dakota motor vehicle fuel taxes 
are not retail sales taxes and are not deductible by the consumer under 
s'ection 28(c) {8) of the Code. 

SEGYzoN 29. 28(c) — 1: Taxes. 
(Also Section 22(n), Section 29. 22 (n) — 1. ) 

INTERNAL REVENUE CODE. 

1948 — 9 — 12792 
I. T. 8905 

Deductibility for federal income ta. x purposes of the use tax im- 
posed by the Tennessee Retailers' Sales Tax Act approved January 
24, 1947. 

I. T. 3805 (C. B. 1047 — 2, 20) supplemented. 

Further consideration has been given to the treatment for Federal 
income tax purposes of the taxes imposed by the Tennessee Retailers' 
Sales Tax Act, approved January 24, 1947. 

I. T. 8865 (C. B. 1947 — 2, 20) deals with the deductibility of the sales 
tax imposed by the Tennessee law. The same question has also arisen 
with respect to the use tax which is levied by the same Tennessee law. 

Section 3 of the Tennessee-Retailers' Sales Tax Act provides that 
every person is exer'cising a taxable privilege who stores for use or 
consumption in the State any item or article of tangible property and 
imposes a tax for the exercise of that privilege. Under the provi- 
sions of rule 208 of the Tennessee retail sales and use tax regulations, 
the purchaser is required to pay the use tax to the seller if the seller~ 

is registered with the Department of Finance and Taxation and au 
thorized to collect the tax, but if the seller is not so registered and 
authorized, or fails to collect and remit the use tax to the State, 
purchaser must report and remit the use tax to the Commissioner of 
Finance and Taxation. 

It is apparent from the Tennessee law and the regulations there 
under that the use tax is imposed upon the consumer. A. ccordingly, 
it is held that the use tax imposed by the Tennessee Retailers' Sales 
Tax Act constitutes an allowable deduction to the purchaser -under 
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section 28 (c) (1) of the Code, except that in the case of an individual 
who elects the optional standard deduction, no deduction is allowable if the use tax is not attributable to a trade or business carried on by him. %here the use tax is attributable to a trade or business carried 
on by an individual, the amount of such tax is deductible from gross 
income in computing adjusted &~ross income. In the case of all other 
taxpayers, the use tax is deductible from gross income in determining 
net income. The amount of use tax collected by a retailer from a pur- 
chaser should not be included in the retailer's gross income, and no 
deduction is allowable to the retailer with respect to the amount of 
use tax remitted by him to the State. 

SzcrloN 29. 28(c) — 1: Taxes. 
(Also Section 22(a), Section 29. 22(a) — 5; Sec- 

tion 22(n), Section 29 22(n) — 1; Section 28(a), 
Section 29. 28 (a) — 1. ) 

INTERNAL P. EVENEE CODE. 

1948 — 9-12798 
I. T. 8906 

Treatment for Federal income tax purposes of the Tennessee 
tobacco tax from snd after 5Iarch 11, 194T. 

Advice is requested with respect to the deductibility of the Ten- 
nessee tobacco tax in view of section 2 oz Chapter Xo. 168, Public Acts 
of Tennessee, 1947, reading as follows: 

SEc. 2. Be it further enacted, That the liability for, or the incidence of, the 
tobacco tax is hereby declared to be a levy on the corsumer. The diStributors 
shall add the amount of tobac o taxes presently levied to the price of cigarettes 
or other tobacco products and the distributor may state the amount of the taxes 
separately from the Drice of such cigarettes or other tobacco products on all price 
display signs, sales or delivery slips, bills and statements which advertise or 
indicate the price of such cigarettes o: tobacco products. The provisions of this 
section shall in no way affect the method of colleci. ion of said cigarette or 
tobacco taxes as now provided by existing!aw. 

Section 1218. 2 of the Tennessee Code provides for the annual li- 
censing of every person engaged. in the business of selling, distributing, 
or handling tobacco products in the State, and it also empowers the 
Commissioner of Finance and Taxation to require the license appli- 
cants to execute a bond in f ivor of the State of Tennessee conditioned 
upon the licensee paying tlie tax and aKxing t x stamps to all pack- 
ages or parcels of tobacco products used, sold, distributed, or hahdled 
by him. Section 1218. 4 provides that every retailer or distributor 
oi tobacco products is required to pay a special privilege tax at rates 
therein speci6ed. Section 1218. 5 provides tliat the tax shall be piid 
by the purchase, from the Commissioner of Finance ancl Taxation, of 
stamps of such design and denomination as may be prescribed by him. 
Section 1218. 6-requires each distributor or dealer to aGix a stamp, pur- 
chased from the Commissioner of Finance and Titration, to each 
package or parcel of tob" cco products. 

It is held in I. T. 8616 (C. B. 1948, 186) that the Tennessee tobacco 
tax imposed by section 1218. 4 of the Tennessee Code is not a retail 
sales tax which is deductible by the purchaser of tobacco prochicts 
under section 28(c) (8) of the Internal Revenue Code, but that it is 
deductible by the first seller within the State of tobacco products to 
wliicl. he has affixed tax stamps as required by State law. 
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Pursuant to the provisions of'section 4 of Chapter No. 
' 

168, Public 
Acts of Tennessee, 1947, section 2, supra, is e8ective from and after 
March 11, 1947. Accordingly, from and after March 11, 1947, the 
Tennessee tobacco tax, being a levy upon the consumer, is deductible 
under section 23 (c) (1) of the Code by the consumer in computing Iiet 
income, except that in the case of an individual who elects the optIonal 
standard deduction (see section 23(aa) of the Code), the tax is not 
deductible unless paid in connection with tobacco products used in a 
trade or business. In that event, the tax is deductible from gross 
income in computing adjusted gross income (see section 22(n) (1) of 
the Code) . 

From and after March 11, 1947, no deduction is allowable to dealers 
and distributors on account of the purchase of tobacco tax stamps 
from the Commissioner of Finance and Taxation and, accordingly, the 
portion of the price paid by purchasers to dealers and distributors for 
tobacco prod'ucts which represents the Tennessee tobacco tax is not 
includible in the gross income of the dealers and distributors. 

SEOTION 29. 23(c) — 1: Taxes. 
(Also Section 22(a), Section 29. 22(a) — 5; Sec- 

tion 22 (n), Section 29. 22 (n) — 1; Section 
23(a), Section 29. 23(a) — 1; Section 24, Sec- 
tion 29. 24 — 2. ) 

INTERNAL REVENUE CODE. 

1948-10-12804 
I. T. 3909 

Deductibility for Federal income tax purposes of the sales tax and 
the use tax imposed by sections 17 and 22, respectively, of the Rhode 
Island Sales and Use Tax Act, effective July 1, 1S47. 

Advice is requested as to the treatment for Federal income tax pur- 
poses of the taxes levied by the Rhode Island Sales and Use Tax Act, 
eRective July 1, 1947. 

The pertinent provisions of the act are as follows: 
SEc. 17. A tax is hereby imyosed upon sales at retail in this State, as herein 

deiined, at the rate of 1 yer cent of the gross receipts of the retailer from such 
sales. The tax shall be paid to the tax administrator by the retailer at the time 
and in the manner hereinafter provided. The retailer shall add the tax hereby im- 
posed to the sale price or charge, and when added such tax shall constitute a part 
of such price or charge, shall be a debt from the consumer or user to the retailer, 
and shall be recoverable at law in the same manner as other debts. 

Szc. 28. An excise tax is hereby imposed on the storage, use, or other consump- 
tion in this State of tangible personal property purchased from any retailer at 
the rate of 1 yer cent of the saic price of the property. Every person storing, 
using, or otherwise consuming in this State tangible personal property purchased 
from a retailer is liable for the tax. His liability is not extinguished until the 
tax has been paid to this State except that a receipt from a retailer maintaining 
a place of business in this State or from a retailer who is authorized by the tax 
administrs. tor to collect the tax under such rules and regulations as he may 
prescribe, given to the purchaser pursuant to the provisions of this section, is 
sufiicient to relieve the purchaser from further liability for the tax to which the 
receipt refers. Every retailer maintaining a place of business in this State and 
making sales of tangible personal property for storage, use, or other consumption 
in this State, not exempted hereunder shall, at the time of making the sales or, 
if the storage, use, or other consumption of. the tangible personal property is not 
then taxable hereunder, at the time the storage, use, or other consumption becomes 
taxable, collect the tax from the purchaser and give to the purchaser a receipt 
therefor in the manner and form prescribed by the tax administrator. 
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S&o g4 The storage, use, or other consumption in this State of property, the gros»eceipts from the sale of which are required to be included in the measure of the sales tax, shall be exempted from the use tax. 

SEc. 37. * ' * For purposes of the sales tax a return shall be filed by every person engaged in the business of making retail sales, the gross receipts from which are required to be included in the measure of the sales tax. * * * For 
purposes of the use tax a return shall be filed by every retailer maintaining a place of business in the State and by every person purchasing tangible personal 
property, the storage, use, or other consumption of which is subject to the use tax, who has not paid the use tax due to a retailer required to collect the tax. 

The Rhode Island statute imposes two distinct taxes, viz, a sales 
tax (section 17) and a use tax (section 28) . The sales tax is imposed 
upon the retailer and is measured by his gross receipts f rom retail 
sales. It is unlawful for the retailer to advertise, hold out, or state 
to the public or any customer, either directly or indirectly, that the 
sales tax or any part thereof is assumed or absorbed by him or that he 
will not add the tax to the selling price or that the tax, if added, will be 
refunded. The term "sales tax, " as used in section 99. 28(c) — 1(b) of 
Regulations 111, relating to State and local sales taxes, means a taz 
imposed by any State, Territory, district, or possession of the United. 
States; or any political subdivision thereof, upon persons engaged in 
selling tangible personal property at retail, which is measured by the 
gross sales price or the gross receipts from the sale, or which is a 
stated sum per unit of such property sold. The term also includes a 
tax imposed by such authorities upon persons engaged in furnishing 
services at retail, which is measured by the gross receipts for furnish- 
ing such services. 

The sales tax ilnposed by the Rhode Island Sales and Use Tax Act 
is a "retail sales taz " within the meaning of section 98(c) (8) of the 
Code and the related regulations. To the extent that the sales taz is 
paid by the purchaser (otherwise than in connection with his trade or 
business), it is deductible under section 28(c) (3) of the Code except 
in the case of an individual who elects to take the optional standard 
deduction. Where the sales tax is paid with respect to property pur- 
chased for use in the purchaser's trade or business, it is deductible by 
him as a business expense if the cost of the property acquired is prop- 
erly chargeable to expense, or it is to be treated as a capital item 
where the cost of the property is properly capitalized. Where the 
purchaser is an individual and the sales tax is deductible as a business 
expense, the deduction must be taken in arriving at his adjusted gross 
income. (See section 29(n) (1) of the Code. ) In the case of all other 
purchasers, the deduction is allowable as a, business expense in deter- 
mining net income. Since the sales tax is imposed upon the retailer, it 
is deductible by him under section o8 ( c ) ( 1 ) of the Code. If the 
retailer is an individual, the deduction must be taken in arriving at 
adjusted gross income. (See section M(n) (1) of the Code. ) In the 
case of all other retailers, the deduction is allowable in determining 
net income. The sales tax collected by a retailer from a purchaser 
must be included in the retailer's gross income for Federal income taz 
purposes. 

The use tax is imposed upon the person storing, using, or otherwise 
consuming in the State tangible personal property purchased f rom 
a retailer. His liability is not extinguishecl until the use taz has been 
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paid to the State except that a receipt from a retailer maintaining 
he Stat~ or from a retailer du]y authorized 

by the tax administrator to collect the tax, gjven to the purchaser is 
sufhcient to relieve the purchaser from further liability for the use 
tax to which the receipt refers. Persons purchasing tangible personal 
property which is subject to the use tax but who have not paid. the 
use tax due to a retailer required to collect the tax must 61e a return 
with the tax administrator. 

The use tax imposed by the Rhode Island Sales and Use Tax Act 
constitutes an allowable deduction to the purchaser under section 
28(c) (1) of the Code, except that in the case of an individual who 
elects the optional standard. deduction, no deduction is allowable if 
the use tax is not attributable to a trade or business carried on by 
him. Where the use tax is attributable to a trade or business carried 
on by an individual, the amount of such tax is deductible from gross 
income in computing adjusted gross income. In the case of all other 
taxpayers, the use tax is deductible from gross income in determining 
net income. The amount of use tax collected by a retailer from a 
purchaser should. not be included in the retailer's gross income, and 
no deduction is allowable to the retailer with respect to the amount, 
of use tax remitted by him to the State. 

SzcvzoN 29. 28(c) — 1: Taxes. 
(Also Section 22(n), Section 29. 22(n) — 1. ) 

INTERNAL REvENDE CODE 

1948 — 19-12818 
6. C. M. 25579 

The gasoline tax imposed by the State of Mississippi under the 
provisions of section 6, chapter 264, Mississippi I aws, 1946, is de- 
ductible under section 23(c) (1) of the Internal Revenue Code by the 
consumer, in computing his net income, except that in the ease of an 
individual who elects the optional standard deduction, no deduction 
is allowable unless the gasoline tax is attributable to a trade or 
business carried on by him, in which event the amount of such tax is 
deductible from gross income in computing adjusted gross income. 

An opinion is requested. whether the gasoline tax paid to the State 
of Mississippi under the present State law (section 6, chapter 264, 
Mississippi Laws, 1946; section 10018 — 06, 1946 Cumulative Supple- 
ment to Mississippi Code 1942, Annotated) may be deducted by the 
consumer in his Federal income tax return. 

The Mississippi statute referred to above provides that distributors 
of gasoline shall pay, for the privilege of engaging in such business, 
an excise tax of six cents per gallon on all gasoline "stored, sold, dis- 
tributed, manufactured, refined, distilled, blended or compounded 
jn this State, or received in this State for sale, use on the highways, 
storage, distribution, use in internal combustion engines, or for any 
purposes. " The statute further provides that the tax levied thereby 

ay be passed on to the ultimate consumer and such consumer 
in ascertaining his net income for income tax purposes may deduct 
any such taxes he has actually paid, upon proof satisfactory to the 
income tax administrator during the year from his gross income 

Section 10018 — 07, 1946 Cumulative Supplement to Missis- 
' 

sippi Code 1942, Annotated, provides for monthly reports of purchases 
of gasoline by distributors, which reports serve as the basis for com- 
putation of the tax payable by the distributor to the State. Sectjon 
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10018 — 45) id, , states the purpose and intention of the act to be the im- 
position of " an excise tax on all persons engaged in the business of 
importing, receiving, purchasing, acquiring, using, storing, manu- 
facturing, refining, distilling, blending, compounding, selling or dis- 
tributing gasoline * ~ * in the State of Mississippi 
The same section further provides that it will be " prima facie pre- 
sumed that all gasoline * s " imported, received, purchased, 

in tliis State is intended for use in propelling motor vehicles 
on the public roads and highways ~ "' '"" " and that it is the purpose 
of the act to provide for the " refunding to the consumer of all tax 
actually paid, less one cent (1c) per gallon, on gasoline not used in 
propelling motor vehicles on the public highways and roads 
Section 10018 — 11& id. , provides for the refund to consumers of five 
cents per gallon on gasoline used for agricultural, maritime, indus- 
trial, domestic, or nonhigliway purposes. 

The foregoing provisions, particularly the declaration of purpose 
and the provision relating to refund to the consumer of taxes paid on. 
gasoline used for specified purposes, are strong indications of legisla- 
tive intent to impose the gasoline tax upon the ultimate consumer. 

In State ex re/. Rice v. Republic Oil Refining Co. (82 So. (Bd), 990), 
the Supreme Court of Mississippi had under consideration the pro- 
visions of chapter 144-, Mississippi Laws, 1988, codified as sections 
10018 10066& Mississippi Code 1942, Annotated. That statute was 
repealed and replaced by the present statute. The only variance be- 
tween the tax-levying provision of the old statute and that of the 
new, which is here m~aterial& is the added language authorizing the 
distributor to pass the tax on to the ultimate consumer, and author- 
izing the consumer to deduct, for State income tax purposes, taxes paid 
thereunder. This added language strengtheiis the conclusion that the 
tax is intended by the legislature to be imposed upon the ultimate 
consumer, and the decision in the Republic Oil Refiining Co. case, 
supra, would apply a fortiori to the new statute. In that case, decided 
October 27, 1947, the court said: 

The six cents a gallon tax is not upon appeuee or other distributors either at 
wholesale or retail, but is upon the ultimate consumer; is a use tax for the use 
of the public highways by the consumer and is not to be collected for uses other 

than upon the public highways. The retaii dealer in selling to the consumer 

adds the six cents to that which would otherivise be the price of the gasoline 
provided the gasoline is to be used on the- public highways, and the retailer 
remits the six cents to the State, which, in turn, reimburses the wholesaler, such 

as appellee, who has already paid the tax in advance to the State. 
Thus the tax is paid by the consumer as a use tax, the previous 

payment by the wholesaler being in the nature of an advancement and to guar- 

t th State against any black market maneuvers between the time the gasoline 
' nt is received by the wholesaler and then and there measured by the State's a en 

on the ground and the time it is received and paid for by the legitimate consumer 

at the pumps of the retailer. 

In view of the foregoing interpretation of a substantially similar 

prior statute by the Supreme Court of Mississippi, and in view of the 

apparent intent of the Mississippi State Legislature to impose the 

gasoline tax upon the consumer of gasoline in the State of Mississippi, 

it js the opinion of this once that the gasoline tax imposed by the State 

of Mississippi under the provisions of section 6, chapter 964, Missis- 
ws~1946 is deductible under section 98 (c) (1) of the Internal 

R venue Code by the consumer, in computing his net inconie, except 
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that in the case of an individual who elects the optional standard de 
duction, no deduction is allowable unless the gasoline tax is attribut- 
able to a trade or business carried on by him, in which event the amount 
of such tax is deductible from gross income in computing adjusted 
gross income. 

The amount of the Mississippi gasoline tax collected by the distribu- 
tor or dealer should not be included in his gross income, and. no deduc- 
tion is allowable with respect to the amount of the tax remitted to 
the State. 

G. C. M. 15101 (C. B. XIV — 2, 65 (1985) ) relates to a gasoline tax 
imposed by an earlier Mississippi statute and has no present 
application. 

CHARLES OLIPHANTq 
Chief Counee/, Bu1'eon of Internu/ Revenue. 

SECTION 28(k). — DEDUCTIONS FROM GROSS 
INCOME: BAD DEBTS. 

SEcTloN 29. 28(k) — 1: Bad debts. 1948 — 8-12785 
G. C. M. 25605 

INTERNAL REVENUE CODE AND REVENUE ACTS OF 1921, 1924, AND 1926. 
The reserve method of accounting for bad debts in the case of 

banks as provided in Mimeograph 6209 (C. B. 1947 — 2, 26) does not 
apply to "securities" as dedned in section 23 (k) (6) of the Internal 
Revenue Code. Deductions with respect to "securities" may be 
taken either for speciQc bad debt losses written oK and claimed or 
through the establishment of a separate reserve for bad debts with- 
out regard to Mimeograph 6209, supra. 

G. C. M. 1887 (C. B. VI — 2. 61 (1927) ) modided. 

Reconsideration has been given to G. C. M. 1887 (C. B. VI — 2, 61 
(1927) ) in connection with the provisions of Mimeograph 6209 (C. B. 
1947 — 2, 26) which mimeograph relates to the reserve method of ac- 
counting for bad debts in the case of banks. 

In G. C. M. 1887, supra, it was held that a taxpayer using the reserve 
method of deducting bad debts could secure an allowance on account of 
debts evidenced by bonds only by way of an addition to a reserve for 
bad debts. Mim. 6209, supra, authorizes banks using the reserve 
method of accounting for bad debts to establish a reserve for bad debt 
losses with respect to loans on a moving average percentage based 
on 20 years. 

It is the opinion of this o]lice that the reserve method of accounting 
for bad debts in the case of banks as provided in Mimeograph 6209 
(C, B, 1947 — 2, 26) does not apply to " securities " as defined in section 
28(k) (8) of the Internal Revenue Code. Deductions with respect to 
"securities" may be taken either for specific bad debt losses written 
off and claimed or through the establishment of a separate reserve for 
bad debts without regard to Mimeograph 6209, supra. 

G. C. M. 1887 (C. B. VI — 2, 61 (1927) ), in its application to banks, is 
modified accordingly. 

CHARLES OLIPHANT~ 
Chief Counsel, Bureau of Internal Reeenue. 
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SEOTION 29. 23 (k) — 5: Reserve for bad debts. 1948-7-12771 
Miin. 6247 

Permission granted to certain banl-s to use reserve method of ac- 
counting for bad debts. 

TREASURF DEPARTMENT, 
OFFIcE CF COMMissioNER oF INTERNAL REVENUE) 

1'V ashington 8~, D. C. , 3Iarch 16, 1'. 
Collectors of Internal Revenue, Internal Revenue Agents in Charge, 

'Technical Stag, and Others Concerned: 
1. Paragraph 7 of Mimeograph 6209, dated December 8, 1947 [C. B. 

1947 — 2, 26J, relating to reserve method of. accounting for bad debts in 
the case of banks, provides as follows: 

7. Where a bank making its return on the basis of the calendar year 1947 
wishes to avail itself of the provisions of this inimeograph and to change from 
the specific charge-off to the reserve method of accounting for bad debts, the time 
for making application for such change under section 29. 23 (k)-1, Regulations 111, 
has been extended to March 15, 1948 (T. D. 5594, approved December 8, 1947 
[C. B. 1947 — 2, 25]). If such bank files its return on or before March 15, 1948, 
on the reserve method, and the return is accompanied by a written statement 
setting forth the election to use such method and explaining in detail the computa- 
tions of the bad debt deduction shown in the return, such return will be accepted 
as a timely application. 

2. Every bank which, in making and filing its income tax return for 
the calendar year 1947 on or befor~e March 15, 1948, elected. the reserve 
method in accordance with the above-quoted provisions of paragraph 
7 of Mimeograph 6209 is hereby granted permission to employ the re- 
serve method of accounting for b~ad debts for Federal income tax pur- 
poses, beginning with the taxable year ended December 81, 1947. 

3. Correspor dence in regard to this mimeograph should refer to its 
number and to the symbols IT: EIM. 

GEO J SCIIOENEMAN~ 
Commissioner. 

SECTION 23(m). — DEDUCTIONS FROM GROSS 
INCOME: DEPLETION. 

1948-6-12761 
I. T. 3895 

SFOTIoN 29. 26 (m) — 1: Depletion of mines, oil 
and gas wells, other natural deposits, and 
timber; depreciation. of improvements. 

INTERNAL REVENUE CODE. 

Application of G. C. M. 24849 (C. B. 1946 — 1, 66). 

G. C. M. 24849 (C. B. 1946 — 1, 66) holds (syllabus) that considera- 
tion received for the assignment of a short-lived in-oil payment right 
carved out of any type of depletable interest in oil and gas in place 
is ordinary income subject to the depletion allowance where such con- 
sideration is not pledged for use in further development. 

Pursuant to authority contained in section 8791(b) of the Internal 
Revenue Code, G. C. M. 24849, supra, will be applied. only to such as- 

signments made on or after April 1, 1946. 
GEO. J. SCHOENEMAN) 

Commissioner of Internal Revenue. 
Approved February 24, 1948. 

A. L. M. WIOCINs, 
Acting Secretary of the Treasury. 
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SECTION 28(o). — DEDUCTIONS FROM GROSS INCOME: 
CHA. RITA. BLE AND OTHER CONTRIBUTIONS. 

SECTIQN 29. 23 (o) — 1: Contributions or gifts by 
individuals. 

INTLrRNAL REVENUE CODE. 

Contributions of agricultural products to organizations described 
in section 28(o) of the Internal Revenue Code. (See I. T. 8910, 
page 15. ) 

SECTION 28 (q). — DEDUCTIONS FROM GROSS INCOME: 
CONTRIBUTIONS BY CORPORATIONS. 

SEOTION 29. 28 (q) — 1: Contributions or gifts by 
corporations. 

INTERNAL REVENUE CODE. 

Contributions of agricultural products to organizations described 
in section 23(q) of the Internal Revenue Code. (See I. T. 8910, 
page 15. ) 

SECTION 24. — ITEMS NOT DEDUCTIBLE. 

SEOTIoN 29. 24 — 2: Capital expenditures. 

INTERNAL REVENUE CODE. 

1948-2-1273G 
G. C. M. 255G3 

The entire cost paid or incurred by a mine operator for chn- 
struction of a private siding or spur track to its mine is an exhausti- 
ble capital expenditure even though title to all or a portion of such 
siding or track immediately upon construction vests in a railway 
company. No part of such cost is deductible as a business expense 
or as a loss when paid or incurred, but the entire cost is depreciable 
or amortizable by the mine operator over the estimated useful life 
to it of the siding or spur track. 

Recommended that O. D. 1019 (C. B. 5, 151 (1921) ) and A, R R 
1008 (C. B. I — 2, 120 (1922) ) be moditied. 

An opinion is requested with respect to the proper treatment for 
Federal income tax purposes of the cost paid or incurred by a coal 
mine operator for construction of a private siding or spur track to 
its mine where title to a portion of such track immediately upon con- 
struction vests in a railway company. 

In the instant case a corporation operating a coal mine desired 
direct rail service to and from its mine and entered into contracts 
with a railway company for construction of-private sidings or spur 
tracks from the latter's main tracks to the mine. Under one of the 
contracts, the mine operator agreed to pay for construction of the 
portion of the spur track beyond the railway company's main track 
right-of-way and the railway company agreed to pay for construc- 
tion of the portion of the spur track on its right-of-way. Under an- 
other contract, , although the entire siding or spur track would be on 
the railway company's right-of-way, the mine operator agreed to pay for construction of the portion of such track extending beyond the 
point of clearance of tragic on the main track. In other words, under 
such contract the mine operator incurred the cost of constructing the 
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latter portion of the siding or spur track even though title thereto im- 
mediately upon construction vested in the railway company. In O. D. 1019 (C. B. 5, 151 (1921) ), involving a similar case, it 
was held that depreciation determinable in accordance with the fa~cts 
of the case was allowable to the taxpayer with respect to the cost to 
it of the portion of a siding owned by it, but that the cost to it of por- 
tions of the siding owned by a railroad company was deductible by 
the taxpayer as a business expense in the year incurred, and no depre- 
ciation was al/owable to it with respect to that cost. In A. R. R. 1008 
(C. B. I — 2, 120 (1922) ), it was similarly held that the cost to the tax- 
payer, a quarry operator, of. the portion of a spur track owned by it 
should. be treated as a deferred charge and written os pro rata over 
the estimated remaining life of the quarry from the date of construc- 
tion of the spur track, but that the cost to it of the portion of the 
spur track owned by a railway company should be deducted as expense 
when incurred. 

In view, however, of the decisions in Gauley iVountain Coal Co. v. 
Commissioner (28 II ed. (2d), 574), Colony Coal ck Coke Corporation v. 
Coznmzssioner (52 Fed. (2d)~ 928& Ct D 489, C B XI ly278 (1982)) 
Cripple Creek Coal Co. v. Commzssioner (68 Fed. (2d), 82~9, Ct. D. 781, 
C. B. XII — 2, 192 (1984) ), and 7'he Louisville Fzr e Brick W'orks, Inc. , 
v. Commissioner (48 B. T. A. , 178, acquiescencey C B 1941 ly 7) y this 
once is of the opinion that the entire cost paid or incurred by a mine 
operator for construction of a private siding or spur track to its mine 
is an exhaustible capital expenditure even though title to all or a por- 
tion of such siding or track immediately upon construction vests in a 
railway company. Accordingly, no part of such cost is deductible as 
a business expense or as a loss when paid or incurred, but the entire 
cost is depreciable or amortizable by the mine operator over the esti- 
mated useful life to it of the siding or spur track. 

It is recommended that O. D. 1019 and A. R. R. 1008, supra, be modi- 
fie to accord with the foregoing conclusion. Such modification is 
consistent with the position taken by the Bureau and the court in 
Colony Coal ck Coke Corporation v. Commissioner, supra. That opin- 
ion was publ'ished in the Internal Revenue Bulletin (C. B. XI — 1, 278 
(1982) ). In that case the court held that payments made by cor- 
porations, owners of coal properties, to a railroad company for the 
construction of a branch line to the properties are capital expenditures 
amortizable over the estimated productive life of the coal properties 
and not deductible as business expenses or as a loss when made, even 
though the branch line would be owned by the railroad company when 
built. 

Modiflcation of O. D. 1019 and A. . R. R. 1008, supra, will not mean, 
however, that a mine operator who, consistent with those rulings, has 
deducted, in a taxable year which has become barred from adjustment 
of tax liability, any contribution for or cost of constructing a siding 
or spur track title to which vested in a railway company, may also 
capitalize the amount of such contribution or cost as a basis for deduc- 
tions for depreciation or amortization or gain or loss. "A construe 
tion of a taxing statute permitting a duplication of deductions is not 
favored by the courts. " (Reliable Incubator ck Brooder Co. v, Com 
missioner, 6 T. C. , 919; Bank o j Nemberry v. Commissioner, 1 T. C. , 

7965SO' — 48 — 4 
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874; and Eeystone Automobile Club Casualty Co. et al. v. Co~as- 
si oner, 40 B. T. A, 291. ) 

CIIARLzs OLipILANT) 

Chief Counsel, Bureau of Internal Revenue. 

SEOTIoN 29. 24 — 2: Capital expenditures. 1948-2-12781 
I. T. 8886 

INTERNAL REVENUE CODE AND REVENUE ACT OF 1918. 

In accordance with the recommendation in 6. C. M. 25508 (page 40, 
this Bulletin), O. D. 1019 (C. B. 5, 151 (1921) ) and A. R. R. 1008 

(C. B. I — 2, 120 (1922) ) are modiGed to accord. with the conclusions 
reached in that memorandum. 

SEOTIoN 29. 24 — 2: Capital expenditures. 
(Also Section 28 (a) ) Section 

29. 28 (a) — 11. ) 

1948 — 8 — 12740 
Mim. 6080 

(Supplement 1) 

Amounts expended in development of farms, orehards, and ranches. 

TREASURY DEPARTMENT) 
OFFICE OF CoiuiVIISSIOXZR OF INTERNAL REVENUE) 

W'ashington 85) D. C. , January 8, 19~18. 

Collectors of Internal Eevenue) Internal Revenue Agents in Charge, 
Heads of Field Divisions of the Technical 8tafI') and Others Con- 
cerned: 
1. Reference is inade to that portion of Mimeograph 6080 (C. B. 

1946 — 2, 45), dated June 20, 1946, which announced the rule that where, 
with respect to taxable years beginning prior to July 1, 1946 (including) 
the calendar year 1946), taxpayers have, in their returns, treated. pre- 
paratory expenditures incident to the development of farms, orchards, 
and ranches as ordinary and necessary expenses, such treatment would 
not be disturbed, and the rule that such preparatory expenditures must 
be capitalized would. be applied only for taxable years beginning on or 
after July 1, 1946. 

2. In the case of a taxpayer who, for the Grst time, in a taxable year 
beginning prior to July 1, 1946, for which no return had been filed 
prior to the release of Mimeograph 6080 (as, for example, the cal- 
endar year 1946), was engaged in the development of a farm, orchard, 
or ranch, amounts expended for preparatory items of the type contem- 
plated by the provisions of the mimeograph will be permitted as 
allowable deductions for such year. 

8. In the case of a taxpayer who, in a taxable year beginning prior 
to July 1, 1946, for which no return had been filed. prior to the release 
of Mimeograph 6080, engaged in a new project of the type contem- 
plated by the provisions of that mimeograph, it is the position of the 
Bureau that the deduction of preparatory costs will be permitted for 
such year provided it had been the taxpayer's practice, in his returns 
filed for preceding taxable years, to treat such preparatory expendi- 
tures with respect to old or continuing projects as ordinary and neces- 
sary expenses. 
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4. Kh 
a h60 

~ere taxpayers, in returns filed prior to the release of Mimeo- gr P 6030, did not claim deductions for preparatory costs represent- 
ing capital items, the method of accounting for preparatory costs in such prior years must be adhered to for all years. 5. I . It is emphasized, however, that the rule provided in Mimeogra h 6030, that all preparatory expenditures of the type contemplatedly that mimeograph must be capitalized, will apply to amounts expended in all taxable years beginning on or after July 1, 1946, whether or not 
applicable to so-called "old" or "new" projects and regardless of 
w ether preparatory expenditures in taxable years beginning prior to 

h 

July 1, 1946, have been capitalized or expensed. 
6. Correspondence from the following regarding this mimeograph 

should refer to tbe number hereof and to the symbols indicated: Col- 
lectors of internal revenue, AE:C: Col; internal revenue agents in 
charge, IT: EIM; heads of field divisions of the Technical Sta8 TS: ARM. 

GEO. J. SCHOXNEMAN& 
Oommi st oner. 

SEcTIoN 09. 94 — 9: Capital expenditures. 

INTERNAL REVENUE CODE. 

Rhode Island sales tax paid by purchaser with respect to property 
purchased for use in trade or business. (See I. T. 8909, page 64. ) 

SECTION 25. — CREDITS OF INDIVIDUAL 
AGAINST NET INCOME. 

SECTION 99. 95 — 8: Personal exemption, surtax 
exemptions, and exemptions for both normal 
tax and surtax. 

INTERNAL REVENUE CODE. 

1948-8-12741 
I. T. 3888 

Where a widow remarried within the same calendar year in which 
her husband died and she had no gross income and was not the 
dependent of another taxpayer during such year, the full marital 
exemption ($1, 000) is allowable on the final separate Federal income 
tax return filed on behalf of the deceased husband and also on the 
separate calendar vear return filed by the second husband. 

Advice is requested as to the status of a wife's "exemption. " for 
Federal income tax purposes ~here she remarried within the same 
calendar year in which her first husband died, and she had no gross 
income and was not the dependent of another taxpayer during such 
year. 

In the instant case the first husband died in the early part of 1946, 
and his taxable year covered the period January 1, 1946, to the date 
of his cleath. On the final separate Federal income tax return filed 
on behalf of the deceased husband, an exemption was claimed for his 
widow who had no gross income during the entire calendar year 1946. 
The widow, who remarried in the latter part of 1946, was living with 
the first husband on the last day of his taxable year (the date of his 
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death), and with the second husband on the last day of his taxable 
year. The second husband filed a separate return for the calendar 
year 1946, claiming an exemption for his wife. 

Section 25(b) of the Internal Revenue Code provides in part a& 

follows: 
(1) CBKDITB. — There shall be allowed for the purposes of both the norm 1 

tax and the surtax, the following credits against net income: 
(A) An exemption of $000 for the taxpayer; 
(B) An exemption of g'F00 for the spouse of the taxpayer if- 

(ii) a separate return is made by the taxpayer, and his spouse 
has no gross income for the calendar year in which the taxable year 
of the taxpayer begins and is not the dependent of another ta payer; 

(2) DE. zaMrNAarow oF svxrvs. — The determination of whether . an indi- 
vidual is married shall be made as of the last day of the taxable year, unless 
his spouse dies during the taxable year, in which case such determination 
shall be made as of the date of his spouse's death. 

In the case under consideration, the facts disclose that the spousa 
of the deceased taxpayer had no gross income during the entire calen- 
dar year 1946 and was not the dependent of another taxpayer during 
such year. In such a case, the determination of whether the deceased 
taxpayer was married must be made as of the date of his death, and the 
marital exemption of $1, 000 is allowable on the final separate return 
filed on behalf of the decedent. The second husband of the decedent's 
widow is also entitled to the full marital exemption on his separate 
return filed for the calendar year 1946 for fhe reason that his status as 
a married individual must be determined as of December 31, 1946. 

It is accordingly held that where a, widow remarried within the same 
calendar year in which her husband died, and she had no gross income 
and was not the dependent of another taxpayer during such year, the 
full marital exemption (~81, 000) is allowable on the fina~l separate Fed- 
eral income tax return file'd on behalf of the deceased husband anl 
also on the separate calendar year return filed by the second husband. 
( Cf. I. T. 8832, C. B. 1947 — 1, 28. ) 

PART IV=ACCOUNTING PERIODS AND METHODS OF ACCOUNTING. 

SECTION 41. — GENERAL RULE. 

SEcTION 29. 41 — 1: Computation of net income. 1948 — 7 — 1275 
(Also Section 112 (a), Section 29. 112 (a) — 1; Sec- Mim. 69Q 

tion 117, Section 29. 117 — 1. ) 
Futures trading and the Federal income tax. 

TREASURY DEPARTMENTS 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE& 

I V as hi n g ton. M', D. C. , 3f arch 8, 19/8. 
CoPectors of Internal Eevenue, Internal Revenue Agents in Charge, 

II'eads of Field Divisions of the Technical Staff, and Others 
Concerned: 
1. Wide publicity has been given to the statement of the Secretary of 

Agriculture, released to the press on December 4, 1947) to the effect that 
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certain futures transactions in commodities" appear fictitious in nature 
and should be eliminated. " Specifically, the Secretary referred to oR'- 
setting purchases and sales in the same futures contract as a device 
used by speculators to pos'tpone, reduce, or avoid Federal income taxes. 

2. Immediately upon release of Secretary A. nderson's statement, the 
Bureau undertook to determine what steps, if any, should be taken to 
protect the revenue. The factual basis for the Secretary's statement 
was the existence of a large number of traders' accounts having equal 
o8setting purchases and sales of the same commodity in the same 
market, which transactions were being held open rather than balanced 
o8 against each other and closed out. These so-called. "open posi- 
tions " were thus, as a matter of fact, closed, except that the o8set, as 
a bookkeeping matter, had not been made. For example, after a 
purchase and later sale at a gain of a commodity future (short-term 
capital gain) a trader may instruct his broker to leave the entries 
open on the broker's books and to postpone the sending of a statement 
until a date six months after the purchase (thus closing the transaction 
as a long-term capital gain) or until a date after the start of a succeed- 
ing taxable year. Or, again, after such an original purchase and sale, 
the transaction may be held open until a later simultaneous purchase 
and sale are made. If the market has risen, the later purchase will be 
oRset against the early sale and the later sale. against the early pur- 
chase. Thus, without involving any risk whatever, a short-term capi- 
tal gain appears to be converted into one long-term capital gain and 
one short-term capital loss frequently resulting in a net capital loss. 
The only transactions having any substance in either case are the first 
purchase and the first sale. At the time of the first sale, the transac- 
tion is closed and gain or loss is realized at that time; all that remains 
of the transaction is the understanding of broker and trader as to 
when the trades are to be o8set and the transaction said to be formally 
closed. The later simultaneous purchase and sale (in the second case) 
also add nothing of substance to the entire transaction. By making 
the purchases and sales through di8erent brokers, a similar result may 
be obtained without the assistance of an understanding with a broker 
but it is not believed that this circumstance a8ects the tax consequence 
of the transactions. 

8. It is well established that fictitious or sham transactions may be 
disregarded in the determination of true tax liabilities and that if, 
upon an analysis of a transaction, it appears that substance rather 
than form should govern, the form of the transaction may be disre- 
garded. (See Oreyorcj' v. B'elvering, 298 U. S. , 465, Ct. D. 911, C. B. 
XIV — 1, 198 (1985); HeZvering v. Clifford, 809 U. S. , 881, Ct. D. 1444, 
C. B. 1940 — 1, 105; Commissioner v. Toner, 827 U. S. , 280, Ct. D. 1670, 
C. B. 1946 — 1, 11; BozZeiZv. Commi ni oner, 155 Fed. (2d), 287, aRirmed, 
881 U. S. , 787, Ct. D. 1687, C. B. 1947-2, 79. ) 

4. In its audit of returns of taxpayers trading in commodity con- 

tracts, the Bureau will consider that o8setting trades in the same com- 

modity in the same market for delivery in the same contract period 
are closed as of the moment the o8setting trade was made, and that 
the gain is realized or the loss is sustained at that time since such 

holding accurately refiects the realities of commodity trading. Field 
officers of the Bureau will be furnished such information as is avail- 

able which may facilitate the audit of the Federal income tax returns 

of traders in commodity futures. 
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5. Correspondence in regard to this mimeograph should refer to its 
number and to the symbols indicated: Internal revenue agents in 
charge, IT: EIM; heads of field divisions of the Technical Sta8, 
TS: ARM. 

Gzo. J. ScHozNziIAN, 
C ommissi one7*. 

SECTION 49. — PERIOD IN WHICH ITEMS OF 
GROSS INCOME INCLUDED. 

SzcTIoN 29. 49 — 9: Income not reduced. to 
possession. 

INTERNAL REVENUE CODE. 

1948-9-19794 
I. T. 3907 

Dividends which were determined and credited with respect to 
certain shares in the M Cooperative Building Association at their 
maturity in February, 1947, and were then or thereafter available 
to the shareholder without any substantial limitation, restriction, 
or condition although only upon withdrawal of the shares, are in- 
cludible, for Federal income tax purposes, in the shareholder's gross 
income for the calendar taxable year 1947, even though he makes 
returns regularly on the basis of cash receipts and disbursements 
a. nd elected not to. withdraw the shares and actually receive the 
dividends in that year. 

Advice is requested whether dividends which were determined and 
credited with respect to certain shares in the M Cooperative Building 
Association at their maturity in February, 1947, and were then or 
thereafter available to the shareholder but only upon withdrawal of 
the shares, are includible, for Federal income tax purposes, in the 
shareholder's gross income for the calendar taxable year 1947, although 
he makes returns regularly on the basis of cash receipts and disburse- 
ments and elected not to withdraw the shares and. actually receive the 
dividends in that year. 

In February, 1987, the taxpayer subscribed for shares of stock in 
the association, and f~or a period of 10 years paid in 4z dollars each 
month thereon, or an aggregate of 480m dollars. Under its consti- 
tution — "At the expiration of 10 years from the date of issue of each 
series of stock, shares therein shall be considered as matured and may 
be withdrawn or the shareholder may elect to retain the shares, con- 
tinuing regular monthly payments thereon until withdrawn "; "When 
withdrawn at maturity or thereafter the principal shall be paid with 
the earnings to date as determined by the board of directors 
upon withdrawal before maturity, "Any shareholder e '" * shall 
be entitled to repayment " ~ " with 4 per centum per annum 
thereon or such other rate of interest as the board of directors may 
determine "' * *, " i. e. , to considerably less than normally expected. 
earnings; and "On shares withdrawn within six months from date 
of issue no interest shall be allowed. " In view of the provisions for 
payment of a substantially lesser rate of earnings upon withdrawal 
of the shares before their maturity than at or after their maturity, . 
it is clear that, in the absence of actual withdrawal of the shares be- 
fore their maturity, there was no "interest " or earnings thereon tax- 
able to the taxpayer before their maturity. (G. C. M. 15565, C. B. 
XIV — 2, 105 (1985); G. C. M. 170"5, C. B. XV — 2) 155 (1986); and 
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3103, C. B. 1937 — 2, 114. ) The association has stated that "at 
the end of each year the board of directors determines the amount of' 
dividend to be paid to the series then niaturing "; that " The amount 
set at maturity would not be reduced or increased by any changes in 
earnings after maturity "; and that "the association sets up a gross 
liability of the earnings on all shares. " 

In February, 1947, the association notified the taxpayer that the 
issue of its stock held by him was then 10 years old; that the matured 
shares might be withdrawn then or thereafter with earnings to date 
of withdrawal; and that it was then "paying 5 per cent on matured 
stock, calculated on the amount of principal to the credit of the share- 
holder. " Accordingly, the taxpayer was entitled at the maturity of 
his shares to withdraw the aggregate amount which he had paid in 
thereon (480ai dollars) plus earnings of 120m dollars, or a total of 
600a dollars; but, if he did not then thus withdraw the shares, he 
would become ent~itled to further earnings with respect thereto at 
the current rate (then 5 per cent) until and when he ultimately with- 
draws the shares, calculated, however, only on the principal amount 
paid in thereon, although none of the earnings could ever be with- 
drawn without withdrawal of the shares in entirety (principal paid 
in and all earnings thereon). At the time of the maturity of the tax- 
payer's shares, new-shares in the association of like kind could have 
been freely purchased, although, as previously, on an installment in- 
vestment plan. 

It is contended by the taxpayer that, since the earnings of 120m 
dollars were not withdrawable at the maturity of the shares unless the 
aggregate principal amount paid in thereon up to that time (480m 
dollars) was also then withdrawn, and if he had then made such entire 
withdrawal (of 600m dollars) the association would have accepted. only 
relatively small monthly payments on new shares, the earnings of 
120@ dollars were not, in the absence of. such entire withdrawal, credited 
or available to him without such restriction as would. prevent the 
amount from being taxable as income at the maturity of the shares 
though not actually received by him in his taxable year in which the 
shares matured. However, the entire amount of 600m dollars (includ- 
ing the earnings of 120m dollars) was, at the maturity of the shares, 
available to the taxpayer without any limitation thereon or restriction 
on its use or investment, including investment in the same and/or any 
other association, or just as fully and freely as any cash funds or their 
equivalent. Also, at the maturity of the shares, the ultimate primary 
objective of. the stock investment contract had been attained together 
with the maximum rate of yield. provided for therein on the invest- 
ment, and the amount of divider ds earned thereon at such time was 
definite and fixed as well as fully and immediately collectible. There- 
fore, the fact that the shareholder, in order to obtain continued earn- 
ings on the shares, voluntarily elects to retain them at maturity, 
instead of then withdrawing them and the earnings then credited with 
respect thereto, can not be permitted to postpone taxability of such 
available earnings, even though 0he election is made under an option in 
the investment, contract. (O. C. M. 15565, supra. ) Once tax incidence 
has been thus reached it can not be changed or deferred by the tax- 
payer's choice influenced largely by such extianeous and Quctuating 
factors as the current investment market and his need for funds. 
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Section 29. 42 — 2 of such regulations provides (in part): 
INcoME Nor REDUOED To PcssKssioN. — Income which 1s credited to the account of 

or set apart for a taxpayer and which may be drawn upon by him at any time is 
subject to tax for the year during which so credited or set apart, although not 
then actually reduced to possession. To constitute receipt in such a case the 
income must be credited or set apart to the taxpayer 1oithout any 811bstontisl 
limitation or re8inction, as to the time or manner of payment or condition upon 
which pa. yment is to be made, and must be made available to him so that it may 
be drawn at any time, and its receipt brought within his own control and 
disposition. [Italics supplied. ] 

Section 29. 42 — 8 of such regulations provides (in part): 
MXSMPLEs oF CONsTSU01IYE REcEIPT. — + + ~ Interest credited on savings 

bank deposits, even though the bank nominally has a rule, seldom or never 
enforced, that it may require so many days' notice before withdrawals are pei. 
mitted, is income to the depositor when credited. An amount credited to share- 
holders of a building and loan association, when such credit passes without 
restriction to the shareholder, has a taxable status as income for the year of the 
credit. If the amount of such accumulations does not become available to the 
shareholder until the maturity of a share, the amount of any share in excess of 
the aggregate amount paid in by the shareholder is income for the year of the 
maturity of the sharc. 

The above-quoted sections, both dealing with what constitutes suf- 
ficient crediting or setting apart of income in a particular taxable year 
tc subject it to tax for that year, even though it is not reduced to 
possession in such year and the taxpayer accounts and makes ieturns 
on the basis of. cash receipts and disbursements, are in pari materia 
and must be construed together. Hence, thereunder, the crediting or 
setting apart, of income need not be absolutely unlimited, unrestricted, 
or unconditional in order for it to be ta. xable though not actuallv 
received, but it is sufhcient that the income is available without any 
substantial limitation, restriction, or condition. 

In view of the foregoing, it is held that the earnings (of 120m 
dollars) which were determined and credited with respect to the tax- 
payer's shares at their maturity in February, 1947, and were then 
available to him without any substantial limits. tion, restriction, or 
condition, although only upon withdra. wal of the shares, are includible 
in his gross income for the calendar taxable year 1947, even tliough 
he elected not to withdraw the shares and actually receive such divi- 

dendss 

in that year. 

SECTION 43. — PERIOD FOR WHICH DEDUCTIONS 
AND CREDITS TA. KFN 

SECTioN 29. 43 — 2: When charges deductible. 1948 — 2 — 12789 
I. T. 88S7 

INTERNAL REvENDE CODE. 

The New Jersey corporation business tax imposed upon corpora- 
tions by the Corporation Business Tax Act of 1045 (chapter 162, Laws of New Jersey, 1945), as amended and supplemented by the act 
of April 15, 1947, for the privilege of having or exercising a corporate franchise in the State of New Jersey, or for the privilege of doing business, employing or owning capital or property, or maintaining an office in the State of Ne1v Jersey, accrues, for Federal income tax purposes, on January 1 of the "privilege year, " i. e. , the calendar 
year in and for 1vhich the tax is payable if the corporation is or was el. 'gaged in business on that date. 

Advice is requested as to the date upon which the New Jersey cor- 
poration business tax imposed by the Corporation Business Tax Act 
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of 1945 (chapter 162, Laws of New Jersey, 1945), as amended and 
supplemented by the act of April 15, 1947, ac~crues for Federal income 
tax purposes. 

Under the provisions of the Corporation Business Tax A. ct of 1945, 
as amended, every domestic or foreign corporation which is not 
specifically exempted is required to pay an annual franchise tax for 
the "privileo'e year" 1946 and each "privilege year" thereafter, for 
the privilege of having or exercising its corporate franchise in the 
State, or for the privilege of doing business, employing or owning 
capital or property, or maintaining an ofiice in the State. In general, 
the tax for each "privilege year" is based on the nest worth of the 
taxpayer at the close of its preceding Federal income tax taxable 
year. The "privilege year" is defined as "the calendar year in and 
for which a tax is payable. " 

Section 15 of the act, as amended, provides as follows: 
The tax imposed by this act shall be due and payable with respect to the 

calendar year one thousand nine hundred and forty-six, and each year there- 
after, measured by the taxpayer's net worth as of the close of the calendar year 
or of its fiscal year next preceding the privilege year, except that in the case 
of a taxpayer whose fiscal year ends not later than tune thirtieth in the privilege 
year such measure shall be as of the close of such fisca year. For the purpose 
of this section every taxpayer shall use the same calendar or fiscal year upon 
which it reports to the United States Treasury Department for Federal income 
tax purposes. 

A taxpayer reporting on the calendar year basis is required to file 
a return and pay the tax for each "privilege year " on or before April 
15 of the "privilege year. " A. taxpayer reporting on a fiscal year 
basis must file a return and pay the tax on or before A. pril 15 or the 
15th day of the fourth month following the close of its fiscal year, 
whichever is later. The filing date of returns for the " privilege year " 
1947 which were due on or before A. pril 15, 1947, or May 15, 1947, is 
postponed until May 81, 1947. 

Generally, it is the exercise of the privilege of doing business in the 
State of New Jersey which makes the taxpayer liable for the franchise 
tax. In United States v. Anderson et at. (269 U. S. 

y 
422'i T D 8889, 

C. B. V — 1, 179 (1926) ), one of the leading cases on the question of 
accrual of taxes, it is stated that in advance of the due date of a tax 
all the events may occur which determine the taxpayer's liability for 
the tax. The event which gives rise to the liabi. lity for the New Jersey 
franchise tax is the exercise of- the designated functions during the 
"privilege year. " It was held in I. T. 2726 (C. B. XII — 2, 42 (1938) ) 
that inasmuch as the Federal capital stock tax is an excise tax levied 
"with respect to (and is contingent upon) carrying on or doing 
business, " the tax for the capital stock tax year ended June 80, 1984 
accrued on July 1, 1988, the beginning of that fiscal year, in the case of 
a corporation doing busin~ on that date. (See also I. T. 2827, C. B. 
XIII-2, 180 {1984). ) 

It is the opinion of this ofiice that the "contingency" here js 
whether the corporation is or was engaged in business in the State 
of New Jersey at the beginning of the "privilege year, " which js 
the calendar year, although the tax is measured by the net worth 

of the corporation for its previous Federal income tax taxable year, 
calendar or fiscal, except that in the case of a taxpayer whose fiscal 

year ends not later than June 80 in the "privilege year, " 
measure is as of the close of such fiscal year. In other words, if the 
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corporation is or was engaged In business on January 1 of the 
«piivi]ege year that, fact fixes the liability within the rule laid 
down in United States v. Anderson et aL, supra, even though, in 
the case of a fiscal year ending after January 1 of the "privilege 
year" and not later than June 80, the exact amount of tax can not 
be ascertained until the corporation closes its books at the end of 
its fiscal year. The latter date is not controlling as to accrual of 
the tax; it is merely the date as of which the net worth is computed 
and used as the measure of the tax. 

Accordingly, it is held that the New Jersey corporation business 
tax in question, accrues, for Federal income tax purposes, on January 
1 of the "privilege year, " i. e. , the calendar year in and for which 
the tax is payable if the corporation is or was engaged. in business 
on that date. 

SECTION 46. — CHANGE OF ACCOUNTING PERIOD. 

SEGTIoN 29. 46 — 1: Change of accounting 
period. 

1948-11-12812 
T. D. 5614 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 29. — 
INOOWIE TAX: TAXABLE YEARS BEGINNING AFTER DECEMBER Sl, 1941. 

Regulations under Revenue Act of 1948 — change of accounting 
period of spouses where necessary to the making of a joint return; 
extension of time in certain cases. 

TREASURY DEPARTMENT~ 
OFFIcE oF C031MIssioNER or INTERNAL REvENUE& 

]Vashington 9o, D. C. 
To Co/lectors of Interno/ Revenue and Others Concerned: 

PARAGRAPH 1. Section 29. 46 — 1 of Regulations ill t26 CFR, 29. 46-1 j provides that a taxpayer shall, before using a new accounting period 
for income tax purposes, secure the consent of the Commissioner, and 
shall make application for permission to change the accounting period 
direct to the Commissioner on Form 1128 a. t least 60 days prior to the 
close of the fractional part of the year for which a return would be 
required to efi'ect the change. If a change of accounting period of an 
individual is necessary in order that su~ch individual and his spouse 
may make a joint return for a taxable year ending in 1948' and the 
application under section 29. 46 — 1 for such change is required to be 
made before July 15, 1948, such individual may, nevertheless, make 
an application for permission to begin his accounting period on the 
same day as that of his spouse by furnishing the information. required 
on Form 1128 on or before July 15, 1948, where- 

(a) such application is for permission to change to a calendar 
year beginning on J'anuary 1, 1948, or to a fiscal year beginning in 1948 or 

(bI such application is for permission to change to an account- 
ing period beginning on a day, other than January 1, in 1947, on which begins the last accounting period of. the taxpa'yer's spouse beginning in 1947. 

If such individual and his spouse each make an application described in (a) to change to a, new accounting period) such applications shall 
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' be submitted together. If only one spouse makes an application de- 
scribed in (c) or '(5), such spouse shall furnish, in addition to the 
information required on Form 1128 with respect to his application, 
the information called for on Form 1128 with respect . to the nature, 
source and amount of income~ accollllting periods, taxable years, and 
returns of his spouse. If an application described in (c) or (0) is 
made and the return for the fractional part of the year resulting from 
the change of accounting period would, without regard to this para- 
graph, be due before July 15, 1948, then— 

(1) the time for Sling such return shall, nevertheless, be July 
15, 1948 and 

(2) the time for payment of the tax for such fractional part 
of the year shall, (notwithstanding the provisions of section 
29. 56 — 1 of Regulations 111) be (i) the last day prescribed for pay- 
ment of the tax for the taxable year which begins on the same day 
as the beginnin~ of the fractional part of the year and which, if 
permission to change the accountin&o period of the taxpayer is 
not granted, is his taxable year, or (7i) July 15, 1948, whichever 
is the earlier. 

If on or before July 15, 1948, any amount has been paid on account 
of the tax for a taxable year beginning on the same day as the begin- 
ning of the fractional part of the year, or credited against such tax, 
and has not been refunded, the application described in (a) or (b) 
will he granted only if the taxpayer submits a statement, consenting 
to the treatment of such amount as payment on account of the tax 
(to the extent thereof) for such fractional part, of the year, and to the 
treatment of the balance, if any, of such amount as payment on ac- 
count of the estimated tax for the next taxable year. Such a con- 
sent will not be required nor applied with respect to an amount 
deducted and withheld on wages under Subchapter D of Chapter 9 
during the calendar year 19484 Interest will be charged at the rate of 
6 per cent per annum on the unpaid tax for the fractional part. of the 
year froin the due date determined under this paragraph until the tax 
ls paid. The provisions of clause (d) of subpart H of Regulations 
111, limiting the authority of. the Commissioner to grant an extension 
of time in the case of an application for permission to change an ac- 
counting period, shall not be applicable to an application described 
in (a) or (5) of this paragraph. 

P&R. 2. Section 29. 46 — 1 of Regulations 111 [26 CFR, 29. 46-1] is 
amended by inserting immediately following the fourth sentence 
thereof the following new sentence: 
Where a timely application is made to compute the net income of an individual 
taxpayer upon the basis of the same accounting period as that of such individual's 
spouse, permission so to compute net income will be granted even though such 
permission will allow the individual and his spouse to reduce their taxes by 
taking advantage of section 12'(d) (the so-called "income splitting" provision) 
through the Sling of a joint return, so long as no other reason appears wh ch is 
considered sufhcient by the Commissioner for denying such permission. 

PAR. 3. Because of. the application of section 51 (b), as amended by 
the Revenue Act of 1948, to taxable years beginning prior to the en- 
actment of the Act, delay in the application of the above regulations 
will adversely afFect the opportunity of certain taxpayers to avail 
themselves of the privilege of filing joint returns. It, is therefore found 
impracticable to issue this Treasury decision with notice and public 
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procedure thereon under section 4'(a) and (b) of tbe Administrative 
Procedure Act, approved. June 11, 1946, or subject to the effective date 

limitation of section 4(c) of said Act. 
PAR. 4. This Treasury decision shall be effective upon its ling for 

publication in the Federal Register. 
(This Treasury decision is issued under the authority contained. in 

sections 46, 62& and 8791 of the Internal Revenue Cod (58 Stat. , 26, 

32) 467; 26 U. S. C. ) 46) 62) 8791). ) 
GEO, J SCIIOENE&IAN& 

Commissioner o f Interna/ Eevenue. 

Approved May 11, 1948. 
A. L. M. WIOOINs) 

Acting Secretary of the Treasury. 

(Filed ~vith the Division of the Federal Register May 14, 1948, 8. 54 a. m. ) 

PART V. — RETURNS AND PAYMENT OF TAX. 

SECTION 51. — INDIVIDUAL RETURNS. 

SEOTIoN 29. 51 — 1: Individual returns. 1948-1-12728 
I. T. 8884 

INTERNAL REVENUE CODE. 

Revocation of I. T. 8870 (C. B. 1047 — 2, 57) and I. T. 88?0 (C. B. 
1947-2, 58). 

In view of the decision of the Supreme Court of Pennsylvania, 
Western District, rendered November 26, 194Y, in Willcoz v. The Penn 

mutual Ii fe Insurance Co. , holding that the Pennsylvania community 

property law is wholly invalid, I. T. 8870 (C. B. 1947 — 2, 57) and 

I. T. 8879 (C. B. 1947 — 2, 58), relating to the treatment for Federal 
income tax purposes of income derived on and after September 1, 
1947, by a husband and wife domiciled in the State of Pennsylvania, 
are revoked. 

SEOTIoN 29. 51-1: Individual returns. 

INTERNAL REVENUE CODE. 

1948 — 4 — 12748 
I. T. 8890 

Treatment for Federal income tax purposes of various types of 
income under the Michigan Community Property Act (Act No. 817 of 
the 1947 Public Acts of the State of Michigan), effective July 1, 
1947. 

I. T. 8807 (C. B. 1047 — 2, 40) applied and amplified. 

Advice is requested as to the treatment for Federal income tax pur- 

poses of (1) income received on and after July 1, 1947, the effective 
date of the Michigan Community Property Act, for services rendered 
prior to that date in the case of a husband and wife who are doiniciled 
in the State of Michigan; (2) income derived on and after July 1 
1947, from a partnership or individual proprietorship in which 'capital 
and personal services are material income-producing factors; arid (8) 
earned income received. on and after July 1, 1947, where a, husband and 
wife domiciled in Michigan agree that the earnings of either shall be 
the separate incorr. e of the spouse whose labor. produced suck income. 
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The Bureau held in I. T. 8867 (C, B. 1947 — 9, 49) that a husband 
and wife who are domiciled in Michigan are entitied to include in their 
separate Federal income tax returns one-half of their community in- 
come received or accrued on and after July 1, 1947, the effective date 
of the Michigan Community Property Act. 

The Michigan Community Property Act provides in part as follows: 

SzcTroN 1. (a) All property of the husband, real and personal, owned by him 
before marriage or before the effective date of this act, whichever is later, and that 
afterwards acquired by him by gift, inheritance, devise, or bequest, or received by 
him as damages or compensation for personal injuries, and all property of every 
kind, character, or description derived originally from property so owned or 
acquired, shall be his separate property, subject however to the right of dower. 

Szc. 2. (a) All property of the wife, real and personal, owned by her before 
marriage, or before the effective date of this aet, whichever is later, and that after- 
wards acquired by her by gift, inheritance, devise, or bequest, or received by 
her as damages or compensation for personal injuries, and all property of every 
kind, character, or description derived originally from property so owned or 
acquired, shall be her separate property. 

Szc. 8. (a) All property owned by the husband and wife before the effective 
date of this aet as tenants by the entirety or in any other manner recognized by law 
whereby neither the husband nor the wife individually has a separate property 
interest therein as defined in sections 1 and 2 of this aet, as well as that afterwards 
owned by the husband and wife in any such manner which has been acquired by 
gift, devise, or bequest or by the transfer of the separate property of either the 
husbancl or the wife as defined in sections 1 and 2 of this act or of the interest 
of the husband and the wife, or of either of them, in community property as 
permitted by section 8 of this aet, and all property of every kind, character, or 
description derived originally from property so owned or acquired, shall be the 
separate property of the husband and wife. 

Szc. 4. All property of every kind, character, or description acquired by either 
the husband or the wife, or both, after marriage, or on or after the effective date 
of this act, whichever is later, except that which is defined as the separate prop- 
erty of either or the separate property of both in sections 1, 2, and 8 of this act, 
shall be deemed the communii. y property of the husband and wife, and each shall 
be vested with an undivided one-half interest therein. The respective interests of 
the husband and the wife in such community property shall be present, existing, 
and equal interests and shall arise as an incident of marriage. 

Generally, the determination of property and income rights of 
husband and wife under the community property law of a State is 
governed by the decisions of the courts of that State. In the absence 
of any such court decisions in the State of Michigan, and in view of the 
above-quoted provisions of Michigan law, all income, regardless of the 
source from which derived, and all compensation earned by either 
spouse prior to July 1, 1947, constitutes noncommunity income for 
Federal income tax purposes regardless of when such income was or 
is received or reduced to possession. (See I. T. 6799, C. B. 1946 — 1, 86, 
a, nd cases cited therein. ) 

It is, therefore, held that income received on and after July j 1947 
the effective date of the Michigan Community Property Act 
husband or wife domiciled in the State of Michigan constitutes com- 
munity income for Federal income tax purposes only to the extent that 
such mcome can be traced and identifiled as derived from personal serv- 
ices rendered on and after the efi'ective date of 'the act or' from com- 
munity property as defizied in the act. 
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In the case of income derived on and after the efi'ective date of the 
Michigan Community Property Act from a partnership or individual 
proprietorship in which both capital and personal services are material 
income-producing factors, the portion of the total income which rep- 
resents a return on the separate investment of the partners or pro- 
prietor and the portion which represents compensation for personal ~ 

services must be determined in order to arrive at the noncommunity 
and community income of the partners or proprietor. 

With respect to income derived from a partnership in which both 
capital and personal services are material income-producing factors, 
G. C. M. . 9825 (C. B. X — 2, 146 (1981) ) sets forth a formula in which 
the return on investment and compensation for personal services, re- 
spectively, are evaluated and the resulting ratios applied in determin- 
ing the allocable portion of income which represents separate income 
and the allocable portion of income which represents community in- 
come in the case of a husband and wife domiciled in the community 
property State of California. 6. C. M. 9825 has been recognized and 
approved by The Tax Court of the United States. (See Clara B. 
Parker, Ezeoutriz, v. Commissioner, 81 B. T. A. , 644, and J. Z. Todd 
et al. v. Commissioner, 8 T. C. , 648, remanded 153 Fed. (2d), 558, and, 
on remand, 7 T. C. , 899, a]firmed by the United States Circuit Court of 
Appeals for the Ninth Circuit on January 22, 1948. ) On the other 
hand, resort to the formula set forth in 6. C. M. 9825 has been held 
unnecessary where the partners had agreed among themselves as to 
amounts allowable to active partners as compensation for services. 
(See George W. Van Vorst v. Commissioner, 7 T. C. , 826, acquiescence, 
C. B. 1947 — 1, 4 and Hugh B. Tinling v. Commissioner, 7 T C ) 1898& 
acquiescence, C. B. 1047 — 1, 4. ) 

Section 26. 161, Michigan Statutes Annotated (Act 168, 1855, An act 
relative to the rights of married women) provides as follows: 

I'ropertg of female acquired before or after niarriage; separate estate, Habititg 
for debt of husband, right of disposal. — Section 1. The people of the State of b'ichigsn enact, That the real and personal estate of every female, acquired 
before marriage, and sll property real and personal, to which she may afterwards 
become entitled by gift, grant, inheritance, devise, or in any other manner, 
shall be and remain the estate and property of such female, and shall not be liable for the debts, obligations and engagements of her husband and may bc contracted, sold, transferred, mortgaged, conveyed, devised or bequeathed by her in the same manner and with the like etfect as if she were unmarried. 
In Michigan a husband and wife may contract with each other when 
the contract is not precluded by public policy. (Banda/i v. Eandall, 
87 Mich. , 568. ) 

Section 8 of the Michigan Community Property Act provides as follows: 

SEo. 8. The husband may give, grant, bargain, sell, or convey directly to his wife, and the wife may give, grant, bargain, sell, . or convey directly to her hus- band or the husband and wife mny give, grant, bargain, sell, or convey directly to themselves, his, her, or their community right, title, interest, or estate in all or any community property, real or personal. Every such transfer shall operate to divest the property therein described of every claim or demand as community property, and shall vest the same in the transferee or transferecs as his, her, or their separate property, as the case may be. No such transfer shall affect any equity in favor of creditors existing at the time thereof. 
Where a husband and wife domiciled in the State of Michigan file separate Federal income tax returns, the husband is required to in- 
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elude his share of community income in the gross income reported in 
his separate return, and the wife must include her share of the com- 
munity income in her separate return. However, in view of the pro- 
visions of section 26. 161, Michigan Statutes Annotated, supra, and 
section 8 of the Michigan Community Property Act, supra, an agree- 
ment between such a husband and wife which provides that the earn- 
ings of either shall be the separate income of the spouse whose labor 
produced the income will be recognized for Federal income tax pur- 
poses. (See G. C. M. 18884, C. B. 1987 —, 2, 58; Helvering v. Howard C. 
Hie&man, 70 Fed. (2d), 985, Ct. D. 866, C. B. XIII — 2, 274 (1984); 
Dale Van Every v. Commissioner 108 Fed. (Qd), 650, certiorari denied, 
309 U. S. , 689; and Edna' d A. Spartan v. Commissioner, 112 Fed. 
(2d), 774. ) The cited cases involve the law of California, which is 
similar to the law of Michigan in so far as it relates to assignments 
of community property interests between husband and wife. (See 
also the third issue in I. T. 8792, supra, relative to the same question 
under the community property law of Hawaii. ) 

SEcTIDN 29. 51 — 1: Individual returns. 

INTERNAL REvENDE CODE. 

1948-7 — 12773 
I. T. 6898 

Husband and wife holding real property as tenants by the entirety 
or as joint tenants in the State of Indiana should each report one- 
half of the income from such property, as well as one-half of the 
gains or losses from the sale thereof, if separate Federal income 
tax returns are filed. 

Advice is requested whether income from property held by hus- 
band and wife as tenants by the entirety or as joint tenants in the 
State of Indiana may be divided. and reported equally in separate Fed- 
eral income tax returns. Advice is also requested whether gains or 
losses from the sale of such property may be so divided. and reported. 

Sections 56 — 111 and 56-112 of Burns' Indiana Statutes Annotated 
1983 (1948 replacement) provide as follows: 

56 — 111 [18888]. EsTAQ&s IN CQMMoN. — $11 conveyances and devises of lands, or 
of any interest therein, made to two [2] or more persons, except as provided in 
the next following section, shall be construed to create estates in common and 
not in joint tenancy, unless it shall be expressed therein that the grantees or 
devisees should hold the same in joint tenancy and to the survivor of them, or 
it shall manifestly appear, from the tenor of the instrument, that it was intended 
to create an estate in joint tenancy. [1 R. S. , 1852, cb. 28, sec. 7, p. 282. ] 

56 — 112 [18884]. MCBTGAGEs — CCNvsxANOEs IN TBusT — EsTATE$ Bx TIIE EN- 

TIBETY', — The preceding sections shall not apply to mortgages, nor to conveyances 
in trust, nor u. '@en made to husband and Iotfe; and every estate vested in executors 
or trustees, as such, shall be held by them in joint tenancy. [1 R. S. 1852, ch. 28, 

sec. 8, p. 282. ] [Italics supplied. ] 

It has been held in numerous cases by the courts of Indiana that the 
above-quoted sections of law expressly indicate the purpose of the legis- 

lature not, to abolish estates by the entirety in land, and that where real 

property is conveyed to a husband and wife, the deed containing no 

qualifying words limiting the estate taken& an estate by the entirety is 

created. (See Le Eoy v. W'ood, 116 Ind. App & 
897, 47 N E (2d) & 

60 
ndon et al. 78 Ind. App. 450 135 N. E. 10. D 

Eavlkenbvrg et al. , 186 Ind, , 417, 116 N. E. , 577; Simons et al. v. Bol- 

linger, 154 Ind. , 88, 56 N. K. , 23; Hadloo7e and Others v. Gt'ay, 104 Ind. , 
596 4 N. E. 167. ) It has also been held by the Indiana courts that, 



the statutes extending the rights of marriep women did not abolish 
estates by the entirety with respect to real estate. (See Career v. 

Smith, 90 Ind. , 922, 46 Am. Rep. , 910; Thornbyrg et al. v. W'iggins et 
5 Ind. 178 

superseded on other grounds, 206 Ind. , 440, 186 N. E. , 769. ) However, 
the Indiana courts have also construed the above-quoted sections of 
law to mean that where there are words in the deed which so qualify pr 

define the estate conveyed as to make it apparent that the parties in- 

tended the grantees to hold as tenants in common or as joint tenants 
such intention will prevail and must be given e8ect even though ths 

grantees are husband and wife. . (See Brown et al. v. Brown, 188 Ind. , 
476, M N. E. , 1128; Dodds et aL v. Winslowi 96 Ind. App. , 6M, 60 N. E, , 
458; Thornburg et al. v. Wi ggins et nx. , supra; Wilken et aL v, Young 
et al. , 144 Ind. , 1, 41 N. E. , 68; Richards et al. v. Eichards, 60 Ind. App. , 
64, 110 N. E. , 103. ) Thus, it is clear that Indiana real property may 

be held by husband and wife as tenants by the entirety or as joint 
tenants. 

Under the common law the husband was entitled during the marital 
relationship to all of the income derived from property held with his 

wife as tenants by the entirety. Where the common-law rule sti]l 
prevails, the husband alone has been held taxable with respect to suc]i 

income. (See Cooley v. Commissioner, 75 Fed. (Bd), 188, certiorari 
denied, 995 U. S;, 747; I. T. 8878, C. B. 1947 — 9, 57. ) It appears that 
this common-]aw rule has been abrogated in the State of Indiana. In 
Sharp et aL v. BaIeer et al. (51 Ind. App. , 547, 96 N. E. , 627), involving 
the question whether an estate in land held by husband and wife as 
tenants by the entirety was subject to execution for their joint debt, the 

court, duriiig the course of its opinion, stated: 
Before the married woman's act, the husband during coverture had 

the right to the possession and control of the real estate owned by his wife, and 
this right was held to extend to land by entireties. (Beach v. Hollister, 9 Hua 
(N. Y. ), 519; Hatt v. Stephens, 65 Mo. , 670, 27 Am. Bep. , 802; Davis v. CLark, 26 

Ind. , 424, 89 Am. Dec. , 471. ) As he was, before the married woman's act, the 
absolute owner of the rents. and proQts of such estates during th joint lives of 
himself and his wife, this right, according to the weight of authority, could be 

sold on execution for his debts. (Ames v; Norman, 4 Sneed (Tenn. ), 688, 70 Am. 
Dec. , 269; Bennett v. Child, 19 AVis. , 862, 88. Am. Dec, 692; J'leek v. Ziilhacer, 
117 Pa. , 215, 12 Atl, 420; Beach v; Hollister; 8 Bun (N. Y. ), 519; Snyder v. 

Sponabie, 1 Hill (N. Y. ), 567; Farmers', etc. , Bank v. Gregory, 49 Barb. (N. Y, ), 
15o ) 

By statutory enactment in this State, married women have been emancipated 
from most of the common-law disabilities. As a result of such statutes, the 
husband is no longer entitled to the possession and control of the separate real 
estate of his wife; and therefore he has no right to the rents and prodts thereof 
during coverture. By force of the same reasoning, it must be true that the 
husband, under our statute, is not the owner of the rents and prcfits of estates 
held by himself and wife as tenants by the entireties, and that he has no right 
to the exclusive possession and control thereof during coverture. It has there- 
fore been correctly held in this State, since the enactment of the statutes re- 
ferred to, that the husband has no separate right to the possession and proceeds of 
entirety property which he cau in'dividually dispose of or incumber, or which can 
be sold on execution for his debts. (Chandler v. Chency, 87 Ind. , 891; Jones v. 
Chandler, 40 Ind. , 588, ) It is accordingly held that a crop raised on land held by 
husband and wite as tenants by entireties is owned by them in the same manner 
as the land itself, and that such crop is not subject to levy and sale on an execu- 
tion against the husband. 
The foregoing statement with respect to the effect of the married 
woman's act on the ownership of the rents and profits derived from 



estates by the entirety appears equally applicable to an estate held by 
husband and wife as joint tenants. Furthermore, in Thornburg et 
u~. V. IV~g gins ef ux, , supra, involving a joint tenancy between husband 
and wife, the statement is made that "A joint tenancy is an estate held 
by two or more persons jointly, so that during the lives of all they are 
equally entitled to the enjoyment of the land, or its equivalent, in 
rents and profits; 

Accordingly, it is held that husband and wife holding real property 
as tenants by the entirety or as joint tenants in the State of Incliana 
should. each report one-half of the income from such property, as 
well as one-half' of the gains or losses from the sale thereof, if separate 
Federal income ta, x returns are filed. 

SEOTION 29. 91 — 1: Individual returns. 1948-11-12813 
G. C. M. 26642 

INTERNAL REVENUE CODE AND REVENUE ACT OE 1928. 

Where a husband and wife domiciled in the State of California are 
members of a partnership in which capital is an income-producing 
factor, the amount of profits attributable to community property con- 
tributed to the partnership by either spouse constitutes community 
income unless it appears from all the facts and surrounding circum- 
stances that the spouses intended to change the community property 
into separate property. A partnership agreement, in and of itself, 
is insuificient to effect a transmutation of California community 
property invested in the partnership into separate property. 

G. C. M. 0825 (C. B. X — 2, 146 (1931) ) modified, 

Reference is made to the decision in George W. Van Vora' v. Cam- 
mnsioner (7 T. C. , 826, acquiescence, C. B. 1947 — 1, 4). That decision 
is contrary to the portion of G. C. M. 98Ã (C. B, X — 2, 146 (1931) ) 
holding that where a husband and wife domiciled in California are 
members of the same partnership, they are taxable in their iirdividual 
capacities& the same as other members of a partnership, and no attempt, 
should be made to apportion the partnership profits on any basis ex- 
cept on the basis of the percentage of interest in the partnership owned 
by each member. 

In the Van Vorst case, the taxpayer and his wife, residents of Cali- 
fornia, were, with several other individuals, members of a partner- 
ship. The taxpayer owned a 28. 80086 per cent interest and his wife 
owned a 2. 46258 per cent interest, . The assets contributed to the part- 
nership by the taxpayer consisted of both separate and coinmunity 
property. Pursuant to the agreement of all the partners, the tax- 
payer and another partner acted as managing partners a~nd drew 
fixed amounts as compensation for their services. The profits remain- 
ing after deduction of such distributions were allocated to the various 
members of the partnership in proportion to their interests. The tax- 
payer and his wife made no agreement prior to or during the taxable 
year to change any of their community property invested in the 
business to separate property of one or the other, or to change separate 
property to community property. The Tax Court held that the 
partnership arrangement did not transmute into separate property 
that part of the taxpayer's (husband' s) investment which was pre- 
viously community property, that the amount withdrawn by the tax 

r services as well as profits attributable to his c 
V96590' — 48 
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investment acquired after July 29, 1927, constituted divisible com- 

munity income, and that profits attributable to the ivmainder of his 
investment were taxable to the taxpayer (husband). 

Under the law of California, a husband and wife may, by agreement, 
change community property to separate property. But an agreement 
dealing with the distribution of partnership profits is insufficient, in 

and of itself, to effect such a transmutation. (See iVeCaQ v, 3fcCall, 
2 Cal. A. pp. (2d), 92; 87 Pac. (2d), 496. ) Therefore, where a husband 

aiid wife domiciled in the State of California are members of a part 
nership in which capital is an income-producing factor, the amount of 
profits attributable to community property contributed to the partner- 

ship by either spouse constitutes community income unless it appea, rs 

from all the facts and surrounding circumstances that the spouses 
intended to change the community property into separate property. 

6. C. M. 9825, supra, is modified in so far as it is inconsistent with 

the conclusion reached herein. 
CHARLES OLIPHANTi 

Chief Counsel', Bureau of Internal Eevenue. 

SECTION 58. — TIME AND PLA. CK FOR 
FILING RETURNS. 

SEUTIoN 29. 58-1: Time for filing returns. 
(Also Section 29. 53 — 2; Section 56, Section 

29. 56 — 2. ) 
TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 2a- 

INCOME TAX: TAXABLE YEARS BEGINNING AFTER DECEMBER 91, 1941. 

1948 — 11 — 12816 
T. D. 5616 

Itegulations under Revenue Act of 1948 — time for filing final return 
and paying tax of deceased spouse for whom joint return made; 
extension of time for making returns and paying taxes for certain 
taxable years ending in 1948. 

I'wEASIIRY DEPARTIiIENTi 
OFFICE Oi' COMMISSIONER Oi' INTERNAL REVENUE» 

Washington 8o, D. C. 
To Collectors of Internal Revenue and Others Concerned: 

PARAGRAPH 1. Section 29, 53 — 1 of Regulations 111, as amended by 
Treasury Decision 5896, approved August, 11, 1944 [C. B. 1944, 169] 
[26 CFR, 29. 58 — 1] is further amended by striking out subdivisions (4) 
and (5) and inserting in lieu thereof the following: 

(4) In the case of a final return of a decedent for a fractional part of a year, 
on or before March 15 next following the close of the calendar year in which 
occurred the death of the decedent, except as provided in (5). 

(5) In the case of a final return for a fractional part of a year. of a decedent 
who, at the inoment prec. eding his death, was on a fiscal year basis and for whom 
for such year a joint return with his spouse is, on the basis of the facts appearing 
at the time of the decedent's death. permitted under section 51(b), on or before 
the 15th day- of the third month following the close of the 12-month period with 
which such fiscal year would have closed. 

(6) In the case of any return for a fractional part of a year, the Commissioner 
may, upon a showing by the taxpayer of unusual circumstances, prescribe a later 
time for the filing of the return. 

The operation of subdivisions (4) and (5) in cases where joint returns are 
filed is illustrated by the examples set forth below, In these examples, "H" 
and "W" are individuals having the status of husband and wife under section 
51(b) (o) and neither (at any tiine during the taxable year) is a nonresident alien. 
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(~) H and W make their returns on the calendar year l asis. H dies in 1048. Under the rule in subdivision (4), the return of II for his shot't taxable 
period endin with the date of his death in 1048 is due on or before March 15, 1040. The return of W for the calendar year 1048 is, under section 53(a) (1), 
due on the same date. A joint return for such taxable years of H and W may 
be made as provided in section 51(b). 

Example (S). H and W make their returns on the basis of a fiscal year end- 
ing tune 30. H dies on December 1, 1947. Under the facts at the time of the 
death of H, it would appear that a joint return could be filed under section 51(b), 
as amended by the Itevenue Act of 1948, for the fractional year of H and the 
fiscal year of W (ending on tune 30, 1048). Accordingly, under the rule in sub- 
division (5), the return of H for his short taxable period ending December 1, 
1047, is due on or before September 15, 1048. The return of W for her fiscal year 
is, under section 53 (a) (1), due on or before September 15, 1048. 

Example (8). The facts in this example are the same as in example (2), except 
that H died in January, 1048 (instead of on December 1, 1047). In such a 
case, the due date for the return of H and W, or their joint return, will be the 
same as in example (2). 

Exemple ($). The facts are the same as in exaniple (2), except that W, the 
surviving spouse, remarries (or clianges her accounting period) in 1948, prior 
to tune 30. For this reason a joint return can not be marie for H and W under 
section 51(b). On the basis of the facts existing at the date of the death of H, 
however, it would appear that under section 51 (b), as amended by the ltevenue 
Act of 1048, a joint return could be filed for H and W for the taxable year of each 
beginning on July 1, 1047. Accordingly, under the rule in subdivision (5), the 
time for filing the return of H is on or before September 15, 1048. 

PAR. 2. An extension of time to July 15, 1948, is granted for the 
filing of a joint return under section 51 (b) for a taxable year ending in 
1948 where the tax based on such return is determined in whole or in 
part under the law applicable to a taxable year beginning on January 
1, 1948, if, without regard to this paragraph, the time for filing the 
return of either spouse (for whom the joint return is made) would 
expire before July 15, 1948. In such cases an extension of time to the 
date the joint return is filed or July 15, 1948, whichever is the earlier, 
is also granted for paying the tax on the basis of such joint return for 
the period for which the return is made. Taxpayers who take ad- 
vantage of this extension of time will be charged with interest at the 
rate of 6 per cent per annum on the amount of tax due from the 
original d. ue date until the tax is paid, 

PAR. 8. Because of the application of section 51(b), as amended by 
the Revenue Act of 1948, to taxable years beginning prior to the enact- 
ment of the Act, delay in the application of the above regulations will 
adversely afFect the opportunity of certain taxpayers to avail them- 
selves of the privilege of filling joint returns. It is therefore found 
impracticable to issue this Treasury decision with notice and public 
procedure thereon under section 4 (a) and (b) of the Administrative 
Procedure Act. approved June 11, 1946' ol subject to the efFective date 
limitation of section 4 (c) of said Act. 

PAR. 4. This Treasury decision shall be effective upon its filing for 
publication in the Federal Register. 

(This Treasury decision is issued. under the authority contained 
in sections 62 and 8791 of the Internal Revenue Code (53 Stat. , 82, 

467; 26 U. S. C. , 62, 8791). ) 
GEO. J. SCHOZNEMAN) 

Commi88ioner of Internal Eeeenue. 

Approved May 20, 1948. 
A. L. M. AVloolzNs, 

Acting Secretary of the Treaeury. 

(Filed with the ivision o 'th the Division of tne Federal Itegister May 
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SECTioN 2943 — 2: Extensions of time for filing 
returns. 

INTERNAL REVENUE CODE. 

Joint returns for certain taxable years ending in 1948. (See "L 9. 
5616, page 58. ) 

SECTION 56. — PAYMENT OF TAX. 

SEcnoN 29. 56 — 2: Extension of time for pay- 
ment of the tax or installment thereof. 

INTE&RNAL REVENUE CODE. 

Tax shown on joint returns for certain taxable years ending in 1948. 

(See T. D. 5616, page 58. ) 

SUBCHAPTER C. — SUPPLEMENTAL PROVISIONS. 

SUPPLEMENT A. — RATES OF TAX. 

SECTION 101. — EXEMPTIONS FROM TA. X 
ON CORPORATIONS. 

SEcTIoN 29. 101(11) — 1: Mutual insurance com- 
panies or associations. 

INTERNAL REVENUE CODE. 

1918 — 1 — 12724 
6. C. M. 25WP 

The M Insurance Co. is organized without capital stock to write 
fire, lightning, windstorm, cyclone or high wind, tornado, explosion, 
and hail insu&wnce. Policyholders are members entitled to vote at 
meetings, and management is in a board of directors elected by the 
members. Prior to 1940 all policies were written on the assessment 
plan, but beginning with the year 1940 all policies have been written 
on the nonassessment plan. The company's rates are about 30 per 
cent less than those used by stock companies, are established by the 
company on the basis of its experience, and are subject to approval 
by the State commissioner of insurance. Unearned premiums have 
been retained for the payment of losses and expenses, but portions of 
such premiums may be returned to the policyholders. Upon dis- 
solution, remaining assets would be distributed to members in pro- 
portion to premiums paid. Gross income each year is less than 
$T5, 000. IIeld, the issuance of nonassessable policies does not of 
itself affect the mutuality of the company, and it is entitled to ex- 
emption from I&'ederal income tax. uuder section 101(11) of the 
Internal Revenue Code. 

Recommended that I. T. 3131 (C. B. 1937 — 2, 129) be modified. 

An opinion is requested as to the status for Federal income tax 
purposes of the M Insurance Co. , which writes policies on a nonassess- 
able plan. 

The M Insurance Co. was incorporated under the laws of the State 
of R as a mutual insurance company for the purpose of writing fire, 
lightning, windstorln, cyclone or high wind, tornado, explosion, and 
hail insur~ance. The company has no capital stock, and each'policy- 
holder is a member entitled to one vote at company meetings. The 
management of the company is in the board of directors elected by 
the members. 



Under the laws of the State of R relating to mutual insurance 
companies, the company is permitted to write either assessable or 
nonassessable policies. Prior to 1940 the company wrote all of its 
policies on the assessment plan. Beginning with the year 1940 all of 
its business has been written on the nonassessment plan, that is, by the 
issuance of nonassessable fixed premium policies. Subject to the ap- 
proval of the commissioner of insurance of the State of R, the com- 
pany makes its own rates on the basis of its experience. These rates 
are about 30 per cent less than the rates used by the stock companies. 

The company has paid no dividends to its policyholdcrs since it 
began issuing nonassessable policies, unearned premiums having been 
retained for the payment of losses and expenses. Although no pro- 
vision is made in the charter of the company or its by-laws for the 
payment of dividends, the company may return portions of the pre- 
miums to the policyholders if its experience under the rates used war- 
rants such action. Upon dissolution, the assets of the company ~ould 
be distributed to the members pro rata on the basis of the total amount 
which each member paid to the company during his membership. 

As required by the laws of thc State of R, the company maintains 
a reserve fund for the payment of losses and expenses. All of the 
assets of the company, and the income therefrom, are used or held 
solely for the benefit aIld protection of its members through the pay- 
ment of losses and expenses, and it appears that the assets accumulated 
for that purpose are not unreasonable in amount. Financial state- 
ments filed by the company show that the gross income of the company 
for each year is less than $75, 000. 

Section 101(11) of the Internal Revenue Code, prior to its amend- 
ment by section 165(a) of the Revenue A. ct of 1942, provided for the 
exemption from taxation of: 

Farmers' or other mutual hail, cyclone, casualty, or fire insurance companies 
or associations (including interinsurers and reciprocal underwriters) the in- 
come of which is used or held for the purpose of paying losses or expenses; 

Section 101(11) of the Code, as amended by section 165(a) of the 
Revenue Act of 1942, provides for the exemption of: 

:ifutual insurance companies or associations other than life or marine (includ- 
ing interinsurers and reciprocal underwriters) if the gross amount received 
during the taxable year from interest, dividends, rents, and premiums (in- 
cluding deposits and assessments) does not exceed $75, 000; 

In I. T. 3131 (C. B. 1937 — 2, 129), the rule was laid down that in 
order for an insurance company to qualify as a mutual insurance com- 

pany exempt from taxation under sections 101(11) of the Revenue Acts 
of 1934 and 1936 (which sections were identical with section 101(11) 
of the internal Revenue Code prior to the amendment made by section 

165(a) of the Revenue Act of 1942) there must be both mutuality of 
liability and participation in profits by the policyholders, and that 
mutuality of liability existed only when the insurance company issued 

its policies on an assessable basis. 
I. T. 3131, supra is based on the decision in Baltimore Eguifagiq 

Society v. United X&ate8 (3 Fed. SuPP. , 427, Ct. D. 709 C. B. X11-2, 
121 (1933), certiorari denied, 290 U. S. , 662), a case involving a fire 

insurance company organized to issue policies of insurance to its 

members on an a b rs on an assessable basis but which issued term insurance at 

a fixe fi d premium to nonmembers of the company. In holding that 



the company was not, entitled to exemption from tax as a mutual 
insurance company under the provisions of sections 101(11) of the 
Revenue Acts of 1926 and 1928, corresponding to section 101(11) of 
the Internal Revenue Code, the court stated as follows: 

As to those who received this term insurance at a fixed premium, 
there was no mutuauty. They paid in advance for their insurance, and that was 
the end of all payments and liabilities so far as they were concerned. 

They were not members, were not entitled to any refund of premiums 
paid upon the surrender or cancellation of their policies, or to share in the 
distribution of the earnings and profits of the company. In short, so far as 
those who held policies for term insurance were concerned, there was no 
mutuality. 

Upon consideration of Baltimore Equitable Society v. United S, ', ates, 
supra, in the light of subsequent decisions, this oflice is now of the 
opinion that the decision in that case does not warrant the conclusion 
that the issuance of nonassessable policies automatically disqualifies an 
insurance company from claiming the exemption privilege granted 
mutual insurance companies by section 101(11) of the Internal Reve- 
nue Code and corresponding provisions of' prior Revenue Acts. It is 
believed that the case stands for the proposition that an insurance 
company, otherwise exempt from Federal income tax as a mutual 
insurance coinpany, loses its mutuality when it issues policies to non- 
members. (See, in this connection, Order of Eailuay Employees v. 
Commissioner, 2 T. C. , 607, acquiescence, C. B. 1944, 22; E'eystone 
Automobile Club Casualty Co. v. Commissioner, 122 Fed. (2d), 886, 
certiorari denied, 815 U. S. , 814. ) 

In 3Eutual Fire Insurance Co. of Germantoion v. United States (142 
Fed. (2d), 844, certiorari denied, 828 U. S. , 729), the court stated: 

The earliest mutual insurance companies were of the assessment 
type in which each member was assessed for losses and expenses either im- 
mediately upon the happening of the loss or at the end of the year. 
At first it was thought that all mutual companies had to operate upon the assess- 
ment principle. The courts, however, soon accepted the view that an insurance 
company could be a mutual even though it received the premium in cash in 
advance and even though the policyholder was not subject to assessment. 

In Ohio Farmers Indemnity Co. v. Comntissioner (86 B. T. A. , 1152, 
aGirmed, 108 Fed. (2d), 665), it was held that an insurance company 
which issued policies of insurance only in consideration of cash pre- 
miums ascertained and payable in advance was a mutual insurance 
comps, ny even though the policies were nonassessable and carried no 
contingent liability for additional premiums. 

In view of the foregoing, it is the opinion of this once that an 
insurance company may qualify as a mutual insurance company within 
the meaning of section 101(11) of the Internal Revenue Code and 
corresponding provisions of prior revenue la~ s although it issues non- 
assessable policies to its members. Accordingly, it is recommended 
that I. T. 8131, supra, be modified to conforin with the views stated 
herein. 

The question remains whether the M Insurance Co. is, under the facts 
presented here, a mutual insurance company within the meaning of 
section 101(11) of the Internal Revenue Code both before and after 
the aniendinent of the statute by section 165(a) of the Revenue Act 
of 1942. In 3futual F'ire 1nsurance Co. of Germantovon v. United 
States, supra, the court stated that, one of the essential characteristics 
of a mutual insurance company is tliat it provides insurance to its 



s substantially at cost. See, in this connection, Penn, Mutual L fe nsurance Co. v. Lederer (252 U. S, 528 T D 3046, C B 
240 (1920) ), in which the Court stated that "It is of the essence of 
mutual insurance that the excess in the premium over the actual cost 
as later ascertained shall be returned to the policyholder. " 

A. second essential characteristic of a mutual insurance company 
was set out by the court in the Mutual Fire Insurance Co. of German- 
town case, viz, the common equitable ownership by the members of the 
assets of the company which, at their option, may be transformed into 
a legal title and reduced to possession by the dissolution of the com- 
pany. Thus, the court points out that, in a true mutual insurance 
company, the members, if they vote to wind up and dissolve the 
company, are entitled to receive its net assets upon dissolution. See 
also American Insurance Co. of Texas v. Thomas (146 Fcd. (2d), 
484), in which it is stated as a characteristic of mutual insurance com- 
panies that "there is no group except the policyholders who have 
an interest in it who have power over it. " Membership by all policy- 
holders in the company or association. is, as indicated above, a req- 
uisite for exemption as a lnutual insurance company under section 
101(11) of the Code. (See Keystone Autom, obile Club Casualty Co. v. 
Commissioner, supra; Driscoll v. TVashington County Fire Insurance 
Co, , 110 Fed. (2d), 485, Ct. D. 1474, C. B. 1040 — 2, 184, certiorari 
denied, 811 U. S. , 658. ) 

In K'eystone Automobile Club Casualty Co. v. Commissioner, supra, 
the court, in holding that all policyholders in a mutual insurance 
company must have a right to vote in order for the company to be 
entitled to treatment as a mutual insurance company for income tax 
purposes, stated that democratic ownership and control by the members 
is another funclamental characteristic of a mutual insurance com- 
pany. In Keystone 3Iutual Casualty Co. v. Driscoll (187 Fed. (2d), 
907), the court pointed out that while a mutual insurance company 
may maintain a reasonable reserve, that reserve must be for the one 
purpose of paying losses and expenses with ultimate return of any 
excess to the members. (See also'3facLaughlin v. Philadelphia Con- 
tributionship for Insurance of Houses from Loss by Fire, 78 Fed. 
(2d), 582, certiorari denied, 294 U. S. , 718. ) 

Although in the present case no dividends have been paid to policy- 
holders since 1840, the information submitted reveals that the company 
is authorized to return portions of the premiums to the policyholders 
if its experience under the rates used warrants such action. In Penn 
iVutua/ Life Insurance Co. v. Lederer, supra, the Court, in speaking 
of a mutual insurance company, stated: "Dividends may be made, 
and by many of the companies have been made largely by way of 
abating or reducing the amount of the renewal premium. " A. nd, in 
the recent decision of The Tax Court in The mutual Fire, I)I'arine and 
Inland Insurance Co. v. Commissioner (8 T. C. , 1212, acquiescence, 
C. B. 1047 — 2, 8) it is stated (page 1220): 

of a distribution, or the omission to distribute, is not 
conclusive, as there may be good reasons for refrainin for a time to distribute, 
as in order of p. ailway Employees 2 T C 607 (petition to review dismissed 
149 Fed. (2d), 597), or the payment may take the character of a distribution of 
profits rather than a rebate of premiums, as in the case of the philadelphia Con- 

tributionship, ctc. , supra. Also, the use of hi h premium rates would enable a. 

corn any to make'rebates while the use of low rates Injght make this impracti- 

cable, in ei er ca bl, ' 'ther case the insurance being furnished at cost 
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All assets of the M Insurance Co. are equitably owned by the policy- 
holders, and upon dissolution of the company, the assets would be 
distributed among the policyholders. The mere fact that, former 
members of the company may not share in the assets on dissolution 
does not aQ'ect its status as a mutual insurance company. (See 
3futua/ Fire, 3farine and Inland Insurance Oo. v; Co~issioner, 
supra. ) The reserve funds of the company are held or used solely 
for the payment of losses and expenses, and are not unreasonable jn 
amount. It appears that the company is operating exclusively for 
the purpose of furnishing insurance at cost to its policyholders, all 
policyholders are members of the company, and each member is 
entitled to vote at company meetings. 

In view of the foregoing, it is the opinion of this OSce that the M 
Insurance Co. is entitled. to exemption from Federal income tax under 
the provisions of section 101(11) of the Internal Revenue Code. 

CHARLEs OLIrIIA&w, 
Ctuef Counsel, Bureau of Internal Revenue. 

SEcTIoN 99. 101 (11) — 1: Mutual insurance com- 1948-I-12725 
panies or associations. I. T. 8885 

INTERNAL REVENUE CODE, 

In accordance with the recommendation in 6. C. M. o5497 (page 
60, this Bulletin), I. T. 8181 (C. B. 1987 — 2, 129) is modified to accord 
with the conclusions reached in that 6. C. M. 

SECTION 109. — WESTERN HEMISPHERE TRADE 
CORPOP ATIOXS. 

SEOTION o9. 109 — 1: Western Hemisphere trade 1948 — 8 — 19786 
cor porations. I. T. 8902 

(Also Section 119, Section 99. 119 — 1. ) 
INTERNAL REVENUE CODE. 

Gain included in insurance proceeds received by a Western Hemi- 
sphere trade corporation as a result of the loss of goods in transit 
from the L"nited States to Cuba constitutes income from sources 
within the Cnited States. Costs directly attributable to the goods 
lost may be taken into account in determining the net insurance pro- 
ceeds, provided such costs are readily identi6able and are eliminated 
from the cost of goods sold or inventoried. 

Advice is requested whether gain which is included in insurance 
proceeds received by a Western Hemisphere trade corporation as a 
result of the loss of goods in transit from the United States to Cuba 
constitutes income from sources within the United States. 

In the instant case, the taxpayer, a Western Hemisphere trade cor- 
poration, shipped pharmaceuticals to its consignment agent in Cuba. 
Due to pilferage, a part of such shipment was lost in transit outside 
the United States and on the high seas. As a result of such loss and 
pursuant to the terms of an insurance contract entered into with a 
domestic insurance company, the taxpayer received insurance proceeds 



[) 29. 112(a) — 1. 

h In~luded an amount equal to the anticipated profit and selling 
costs. 

Under section 15 of the Internal Revenue Code, a Western Hem- 
Isphere tI'ade corporation is exempt, from the surtax generally im- 
posed» corporations. To qualify as a Western Hemisphere trade 
coI'poratIon, a domestic corporation Inust meet several tests, includ. ing 
the test that 05 per cent or more of its gross income for the 8-year 
period immediately preceding the close of the taxable year (or for 
such part of such period during which the corporation was in exist- 
ence) was derived from sources without the United States. (¹c- 
tion 100 of the Code. ) The source of income for this purpose is de- 
termined pursuant to the provisions of section 119 of the Code and 
the regulations prescribed thereunder. (See section 20. 100 — 1 of Regu- 
lations 111. ) 

Insurance proceeds are not mentioned in section 119 of the Code 
nor in the regulations relating thereto. The source of the gain in- 
cluded in the insurance proceeds received by the taxpayer in the 
instant case must, therefore, be determined by resort to general 
principles of law. 

For the purpose of taxation of personal property, it is well estab- 
lished that the situs of goods in transit remains at their original situs 
until such time as they have acquired a permanent situs elsewhere. 
(See Cooley, The Law of Taxation, fourth edition, volume 2, sections 
4M, 453, and 454; General Oil Co. v. Grain, 209 U. S. , 211; E'elley v. 
Ehoada, 188 U. S. , 1. ) It is believed that this rule o8ers a useful guide 
for the determination of problems arising under Federal income tax 
laws. Under the rule, it is clear that in the instant case the situs of the 
lost pharmaceuticals was still in the United States at the time they 
were lost. The situs of the property determines the source of the gain 
included in the insurance proceeds received as a result of the loss. 

In view of the foregoing, it is held that gain included in insurance 
proceeds received by a Western Hemisphere trade corporation as a 
result of the loss of goods in transit from the United States to Cuba 
constitutes income from sources within the United States. Costs 
directly attributable to the goods lost may be taken into account in de- 
termining the net insurance proceeds, provided such costs are readily 
identifiable and are eliminated from the cost of goods sold or 
inventoried. 

SUPPLEMENT B. — COMPUTATION OF NET INCOME. 

SECTION 112 (a) . — RECOGNITION OF GAIN OR 
LOSS: GENERAL RULE. 

SEGTIQN 29. 112 (a) — 1: Sales or exchanges. 

INTERNAL REVENUE CODE. 

Futures trading and the Federal income tax. 
page 44. ) 

(See Mim. 6243, 



SECTION 118(. a). — ADJUSTED BASIS FOR DETERMININ 
GAIN OR LOSS: BASIS (UNADJUSTED) OF PROPERTY. 

SI. 'cTioN 99. 118 (a) (5)-1: Basis of property ac- 
quired by bequest, devise, or inheritance. 

XNTZRNXX REVFXUE CODE. 

3948 — 18 — 19897 
I. T. 8911 

Determination of gain realized upon the sale of real property by 
life tenant and remainderman. 

Advice is requested as to the manner in which gain resulting from 
the sale of real property by the life tenant and the remainderman 
should be determined. 

In the case under consideration, real property was devised to the 
decedent's widow for life with remainder over to his son. Eleven 
years after decedent's death, the life tenant and the remainderman 
sold their respective interests for a lump sum, the price being in excess 
of the fair market value of the property as of the date of the decedent's 
death. From and after the death of the decedent and up to the date of 
sale, the property was rented by the life tenant who received the 
income. 

The general rule for determining basis at the time of the sale of a 
life interest, a remainder interest, or both, in property transmitted at 
death is provided in section 99. 118(a) (5) — 1 of Regulations 111. The 
purpose of that section of the regulations is -clear and may be briefiy 
stated. First, it is contemplated that the basis of the full property of 
which the life estate and the remainder are parts shall be determined 
in accordance with section 118(a) (-5) of the Internal Revenue Code 
and that such basis shall be the "uniform basis" on which all subse- 
quent computations and adjustments are made. Secondly, the regula- 
tion conteinplates that the proportionate parts of the " uniform basis" 
represented by the respective interests of the life tenant and the re- 
mainderman are not forever fixed as of the time those interests are 
created, but are adjustable to the date of sale so as to reflect the change 
in the relative values of such interests on account of the passage of 
time. Finally, the regulations expressly provide that the general ad- 
justments to basis on account of capital improvements, depreciation, 
and similar items, provided for in section 118 (b) of the Internal Rev- 
enue Code, must be taken into account. 

I. T. 9076 (C. B. III — o, 18 (19o4) ) sets forth the method of deter- 
mining the values of the life and remainder interests at the time of 
their creation for the purpose of ascertaining gain or loss from the 
sale of land. There is first computed. a hypotlietical annuity at the 
rate of 4 per cent af the value of the fee on the date the interests of 
the life teiiant and. remainderman came into being. The worth or 
cash value of such annuity at the life tenant's age is then computed. 
For this purpose, Table A appearing on page 18 of Regulations 68, re- 
vised, which table is identical to Table A set forth in section 81. 10(i) 
of Regulations 105, is utilized. The amount of the hypothetical an- 
nuity is multiplied by the figure appearing in column 9 of Table A 
opposite the life tenant's age; the product is the present worth or cash 
value of the life tenant's interest in the fee. Although I. T. 2076 es- 

tablishes the method for allocation of the uniform'basis between the re- 
mainder and the life interests at the time of the creation of those in- 



67 [) 29. 113(a) (5) — l. 

terests' it does not provide for adjustment of that allocation as of the 
time of their sale or transfer. As pointed. out above, section 29. 118 
(a) (5) — 1 of Regulations 111 contemplates such adjustment in order 
to refiect the change in the relative values of the interests on account of 
the passage of time. In making such adjustment, however, the method 
of computation outlined in I. I'. 2076 should be used. 

Subsection (f) of section 29. 118(a) (5) — 1 of Regulations 111 gives 
an illustration of the general rule, summarized in the preceding para- 
graphs, in the case of the sale of a remainder interest, although the 
rule is equally applicable to the sale of a life interest. The purpose of 
the formula stated in the last. sentence of subsection (f) is merely to 
apportion between the life tenant and the remainderman the sub- 
sequent adjustments to the uniform basis on account of capital im- 
provements, depreciation, or other items provided for in section 118 (b) 
of the Code. That formula is expressed, in the case of a sale of a life 
interest, by the following equation: 

Basis of life tenant's interest at Part of the uniform basis attrib- 
date of sale, i. e. , the item to be utable to the life tenant's inter- 
determined. est as of the date of sale. 

Basis of entire property deter- Unadjusted basis of entire prop- 
mined in accordance with sec- erty determined in accordance 
tion 118(a) (5) of I. R. C. (uni- with section118(a) (5) of I. R. C. 
form basis), adjusted to the (uniform basis). 
time of sale for items required 
by section 118(b) of I. R. C. 

As indicated above, the basis of the remainderman's interest at the 
time of sale is computed by the same formula. If a life interest or a 
remainder interest in a divided or undivided fraction of the entire 
property is sold, it is necessary, as a preliminary step, to allocate the 
proper portion of the uniform basis (adjusted and una~djusted) to the 
fractional interest being sold, in order to obtain the denominators in 
the above illustrative equation. 

A specific example may be helpful. Suppose improved realty worth 
$20, 000 at the date of decedent's death on January 1, 1942, is devised 
to A for life, with remainder over to B. Four years later, on January 
1, 1946, A sells his life estate for $12, 000. During each of the four 
years 1942 to 1945, inclusive, A was allowed a deduction of $, '300 for 
depreciation. A's age was 35 at the date of decedent's death. To 
compute A's basis, it should first be noted that the uniform basis of 
the property is $20, 000, which is adjusted to $18, 800 at the date of 
the sale by reason of $1, 200 allowed depreciation. The part of the 
uniform basis attributable to A's life interest as of January 1, 1946, 
is computed by multiplying $20, 000 by 4 per cent, giving a hypothetical 
annuity of $800. By reference to Table A. in section 81. 10(i) of Regu- 
lations 105, the annuity factor at age 69 is found to be 15. 31722. That 
factor, multiplied by $800, gives $12, 258. 78 as the part of the uniform 
basis attributable to A. 's interest as of the date of sale. Those figures 

may be conveniently arranged in the form of the following illustrative 
e uation: q 

A's basis $12, 258. 78 

$18, 800 ($20, 000 less $1, 200 dePreciation) $20, 000 

A. 's basis, $11, 518. 55 (the adjusted basis of the property ($18, 800) mul- 

tiplied by . 612689, which is the quotient of $12, 258. 78 (the part, of the 

uniform basis attributable to A's life estate at age 89) divided by 



$20, 000 (the uniform basis of the property) ), when subtracted froni 
$12, 000 (the proceeds of the sale of his life interest) shows a taxable 
gain to A of $48L45. A separate sale of the remainder interest, would 
be computed by the same method. 

Where the life tenant and the remainderman join in a sale and trans. 
fer of their entire interest in real property, each will realize gain or 
sustain loss measured by the difierence between the basis of his re 
spective interest at the time of the sale and the portion of the entire 
proceeds of. sale attributable to such interest. The part of the proceeds 
attributable to each interest shall be in the same proportion to the entire 
proceeds of sale as the basis of each such interest at the time pf . sg„fc 

bears to the adjusted uniform basis. 
A specific example may also be helpful here. Suppose, as in the firs 

example, that improved realty worth $20, 000 at the date of decedent's 
death on January 1, 1942, is devised to A, whose age is 85, for life, with 
remainder over to B, and that four years later, on January 1, 1946, A 
and B by joint, conveyance sell the entire property for $80, 000. Dur- 
ing each of the four years 1942 to 1945, inclusive, the allowable deduc- 
tion for depreciation amounted to $300, which deduction was taken by 
A in his Federal income tax returns under the authority of section 
26(l) of the Code. The part of the uniform basis attributable to A' s 

life estate on the datte of sale, January 1, 1946, for a person 89 years of 
agc is $12, 253. 78. (See the method of computation set forth in the 
first example. ) The part of the uniform basis attributable to B's 
remainder on the date of sale, January 1, 1946, is obtained by multiply- 
ing $20, 000 (the value of the property at the time of decedent's death) 
by . 87241 (the figure opposite the number of years nearest the actual 
age of A, the life tenant, in column 8, Table A, of section 81. 1D(i) of 
Regulations 105). The part of the uniform basis attributable to B's 
remainder interest on J anuary 1, 1946, is, there f ore, $7, 44820 
($20, 000 X. 37241). The aggregate value of the uniform basis attribut- 
able to the life and remainder interests is $19, 7D1. 98 ($12, 253. 78+ 
$7, 448. 20), $298. 02 less than the value of the property at, the time cf 
decedent's death. This difference is due to the fact (as shown by the 
respective headings for column 2 and for column 3 of Table A) that 
the life interest value extends only to the end of the last year survived 
(which corresponds to the beginning of the year of death) and the 
remainder value commences at the end of the year of death. 

Although the use of bases computed from factors appearing in 
Table A is justified in the ease of a sale of a single interest {life cr 
remainder) in the property, where both interests are being sold by 
joint, conveyance it is necessary to eliminate the gap by finding the 
exact portion of the uniform basis of the property ($20, 000) which is 
attributable to each interest. The exact part attributable to A's life 
interest ($12, 489. 20) is obtained by dividing $1. 2, 258. 78 (the part of 
the uniform basis attributable to the life estate) by $19, 701. 98 (tlic 
aggregate value of the uniform basis attributable to the two interests) 
and multiplying the quotient obtained (. 62196) by $20, 000. The exact 
part, attributable to B's remainder interest is obtained by use of the 
same method ($7, 448. 20=. $19, 701. 98=. 87804, which, when multiplied 
by $20, 000, equals $7, 560, 80). 

Using the same equation as in the first example, the resp~"tive bases 
of A's life interest and B's remainder interest at the date of sale are 
$11, 692. 85 ($18, 800 X the quotient of $12, 48'9. 20 —: $20, 000) and $7, 107. 15 
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»e quotient of $7, 60. 80 $20iQQQ)i respective]y The e 1«Proceeds ot sale amounted to $30, 000. The exact portion of such 
p ributable to each interest is obtained by multiplyin~ the 
sale price b the p y the percentage of interest owned by each in the property 

he sale. Thus, A s proportionate share of the proceeds of sale is $18, 658. 80 ($30, 000X 62196) and B's proportionate share of 
the pl oceeds of sale Is $1 1 i34 1 20 ($30 i000 X 37804) T»e realized 
gain attributable to each interest is obtained by subtracting the basis 
attributable to each interest from the part of the sale proceeds attribut- 
able to each interest. Therefore, A's realized gain is $6, 96595 
($18, 658. 80 — $11, 692. 85) and B's realized gain is $4, 234. 05 ($11; 
341. 20 — $7, 107. 15) 

SECTION 115. — DISTRIBUTIONS B Y CORPORA. TIOiV S. 
SEOTION 29. 115 — 3: Earnings or profits. 

INTERNAL REVENUE CODE. 

Installment transactions; validity of the regulations. (See Ct. D. 
1697, page 82. ) 

SECTION 117. — CAPITAL GAINS AND LOSSES. 

SEcTICN 29. 117 — 1: Aleaning of terms. 

INTERNAL REVENUE CODE. 

1948-4-12749 
I, T. 3891 

Where securities are acquired and held by a dealer in securities 
solely for investment purposes, such securities will bc recognized as 
capital assets, as dctined in section 117(a) (1) of the Internal Revenue 
Code, even though such securities are of the . arne type or of a 
similar nature as those ordinarily sold to the dealer's customers. 

I. T. SS2S (C. B. 1946 — 2, OS) modiQed. 

Reconsideration of I. T. 3828 (C. B. 1946 — 2, 68) has been requested. 
In that ruling the question presented was whether a dealer in securities 
may treat as capital assets, as defined in section 117(a) (1) of the 
Internal Revenue Code, securities acquired solely for investment 
purposes. 

In the case involved in I. T. 3828, supra, a pa. rtnership doing business 
as a dealer in securities invests its surplus funds in securities solely 
for the purpose of making an investmcnt of such funds. The securi- 
ties thus acquired are segregated phvsically and in the partnership 
accounts from securities held for sale to customers. They are not in- 
cluded in the partnership inventory, are never sold to customers, and 
are not of a type ordinarily sold to customers. The conclusion was 
reached (syllabus) that: 

A. dealer in securities may treat as capital assets, as defined in section 11'7 (a) (1) 
of the Internal Revenue Code, securities acquired for investment purposes, pro- 

vided it is established that (1) such securities are acquired and held for invest 

ment and are not part of those held for sale to customers, and (2) they are not 

of a type ordinarily sold to the dealer's customers. 

It js contended that the position taken in I. T. 3828i supra, particu 

larly Iequirement (2) — that the investment securities may not be of a 
d'naIily sold to the dealer's customers — is unwarranted anti 

type or inarl y 
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results in bona +e investment transactions not being properly recog- 
nized as such for Federal income tax purposes. 

After careful reconsideration of the positioii adopted in I T. 88~8& 

supra, the last two paragraphs of that ruling are withdrawn and the 
following substituted therefor: 

Securities held for sale to customers in the ordinary course of business are not 
capital assets as defined above, and gains and losses on sales of such securities 
by dealers in securities are not subject to the limitations of section 117 (b), (c), 
and (d) of the Code. However, securities owned by a dealer in securities, if 
acquired and held for investment rather than for sale in the ordinary course of 
business, are capital assets subject to the limitations of section 117 of the Code. 
f See I. T. 2502, C. I). VIII — 2, 128 (1929). ) 

The securities in the instant case are originally acquired solely for investment, 
are segregated physically and in the partnership accounts, are not included in 
the partnership inventory, are never sold to the partnership's customers, and are 
not of a type ordinarily sold to its customers. They clearly qualify as capital 
assets under the definition cantained in section 117(a) (1) of the Code and will 
be recognized as such for Federal income tax purposes. The same rule is appli- 
cable even though the securities acquired for investment are of the same type or 
of a similar nature as those ordinarily sold to the dealer's customers. 

SEcTIoN o9. 117 — 1: Meaning of terms. 

INTERNAL REVENUE CODE. 

Futures trading and the Federal income tax. (See Mim. 6248, 
page 44. ) 

SECTION 119. — INCOME FROM SOURCES WITHIN 
UNITED STATES. 

SEcTIQN P9. 119 — 1: Income from sources within 
the United States. 

INTERNAL REVENUE CODE. 

Gain included in insurance proceeds covering loss of goods. in transit. 
(See E. T. 890o, page 64. ) 

SUPPLEMENT C. — CREDITS AGAINST TAX. 

SECTION 181. — TAXES OF FOREIGN COUNTRIES AND 
POSSESSIONS OF UNITED STA. TES. 

SEOTICN 09. 181 — 9: Meaning of terms. 1948 — 8 — 10787 
I. T. 3908 INTERNAL REVENUE CODE, 

The 8 per cent tax imposed by Article III(b) of Cuban Military 
prder 408 of 1900, as amended by Article XV of Cuban tax law 
approved July 8, 1928, and the 20 per cent additional tax iniposed 
by Iaw No. 28 dated September 8, 1941, on gross revenues received for freight and passengers talren aboard in Cuban ports by fore' s y oreign (as to Cuba) shipping companies enga ed in handling freight and passengers between Cuban ports and foreign (as to Cuba) port, u a pors, are taxes imposed in lieu of an income tax within the meaning f s tion 181(h) of the Internal Revenue Code, and such taxes m 

eaning o sec- 

claimed as a credit against federal income tax for taxable years beginning a. fter December 81, 1041. 
Advice is requested whether the 3 per cent tax imposed by Articl( III(b) of Cuban Military Order 468 of 1900, as amenclecl b 
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XV of the Cuban tax law approved July 6, 1928, and the 20 per cent a, d- 
ditional tax imposed by law No. 28 dated September 8 1941, are taxes 
imposed in lieu of an income tax within the meaning o) section 181(h) 
of the Internal Revenue Code and may be claimed as a credit against 
Federal income tax. 

Article XV of the Cuban tax law approved July 6, 1928, provides 
as follows: 

ART. XV. Article III of Military Order 463 of 1900 shall be drawn as follows: 
"ART. III. The following shall pay taxes to the State at the rate of 6 per 

centum of their net profits: 
"(a) Railroads of general service, or namely, those destined to public ex- 

ploitation for the transportation of passengers and the traffic of merchandise, 
either belonging to companies or to private parties conformably to legislation in 
force on the matter. 

"(b) Domestic shipping companies and foreign shipping companies author- 
ized to do a coastwise business. 

"Foreign shipping companies engaged in handling freight and passengers be- 
tween domestic and foreign ports shall be exempt from the tax on profits, and 
shall pay, in lieu thereof, 6 per cent on the gross revenues received for freight and 
passengers taken aboard in domestic ports, continuing to be subject to the payment 
of taxes of other nature, in accordance with the legislation in force, 

"The tax shall be paid precisely by said shipping companies or their agents, 
and can not be collected from shippers or passengers. " 

Condonation is granted of the tax due according to section (b) of Article III 
of Order No. 463 of 1900, by the companies which are subjected by the present 
article of the tax on their revenues. 

Law No. 28, dated September 8, 1941, imposes a 20 per cent additional 
tax, thereby increasing the efFective rate of the tax on gross income im- 
posed under the law of July 6, 1928, to 3. 6 per cent. 

Section 181 of the Internal Revenue Code provides, in part, as 
follows: 

(a) ALIowxNGE GF CREDIT. — If the taxpayer chooses to have the benefits of this 
section, the tax imposed by this chapter, except the tax imposed under section 102, 
shall be credited with: 

(1) CITIEENs END DoMEsTIG GORFORATIONs. — In the case of a citizen of the 
United States and of a domestic corporation, the amount of any income, war- 
profits, and excess-profits taxes paid or accrued during the taxable year to any 
foreign country or to any possession of the United States; and 

S 

(h) CREDIT FoR T&xEs IN LIEU QF INcoME, ETG. , T&xES. — For the PurPoses of 
this section and section 23(c) (1), the term "income, war-profits, and excess- 
profits taxes" shall include a tax paid in lieu of a tax upon income, war-profits, 
or excess-profits otherwise generally imposed by any foreign country or by any 
possession of the United States. 

Section 181(h) of the Code was added by section 158 (f) of the Revenue 
Act of. 1942, and is applicable for taxable years beginning after De- 
cember 81, 1941. 

In view of the foregoing, it is held that the 3 per cent tax imposed 
by Article III(b) of Cuban Military Order 463 of 1900, as amended 
by Article XV of Cuban tax law approved July 6, 1928, and the 20 
per cent additional tax imposed by law No. 28 dated September 8, 1941, 
on gross revenues received for freight and passengers taken aboard in 
Cuban ports by foreign (as to Cuba) shipping companies engaged in 
handling freight and passengers between Cuban ports and foreign (as 
to Cuba) ports, are taxes imposed in lieu of an income tax within the 
meaning of section 181(h) of the Internal Revenue Code, and such 
taxes may be claimed as a credit against Pederal income tax for taxable 
years beginning after December 81, 1941. 
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1948-7-12774 
I. T. 8899 

SEOTIQN 29. 181 — 5: Countries. which do or do 
not satisfy the similar credit requirement. 

INTERNAL REVENUE CODE. 

Egypt does not satisfy the similar credit requirement of section 

181(a) (3) of the Internal Revenue Code. 

1948-7-12775 
I. T. 8900 

SEGTIQN 29. 181 — 5: Countries which do or do 
not satisfy the similar credit requirement. 

INTERNAL REVENUE CODE. 

Switzerland and the Canton of Geneva, Switzerland, satisfy the 

similar credit requirement of section 181(a) (8) of the Internal Reve- 

nue Code. 

SUPPLEMENT D. — RETURNS AND PAYMENT OF TAX. 

SECTION 141. — CONSOLIDATED RETURNS. 

SEOTIoN 29. 141 — 1: Consolidated income and excess 1948 — 6 — 12762 

profits tax returns of affiliated corporations. I. T. 8896 

(Also Section 28. 2, Regulations 104. ) 
INTERNAL REVENUE CODE. 

Participation in the management of a corporation through election 
of directors is considered the criterion of "voting power, " as that 
term is used in section 141(d) of the Internal Revenue Code. Where 
a parent corporation's ownership in a subsidiary consists of 100 per 
cent of the common stock which possesses power to elect six of the 
seven directors and 55. 5 per cent of the preferred stock which pos- 
sesses power to elect one director, these being the only classes of 
stock, the parent corporation owns stock in the subsidiary possessing 
less than 96 per cent of the "voting power, " and the subsidiary is 
not a member of the afDliated group within the meaning of section 
141(d) of the Code. 

Advice is requested whether certain corporations are aSIiated 
within the meaning of section 141(d) of the Internal Revenue Code 
under the circumstances hereinafter set forth. 

The parent corporation owns 100 per cent of the common stock and 
55. 5 pcr cent of the preferred stock of one of its subsid. iaries. The com- 
mon stock holders have the right to elect six of seven directors and 
have all other voting powers exclusively, except that the preferred 
stock holders may elect (as a class) one director and must approve 
(1) any change in the certificate of incorporation except an increase 
in common stock; (2) the disposition of the company's property by 
sale, merger, etc. ; (8) the creation of a mortgage or lien (not in- 
cluding the ~acquisition of property subject to a lien or a renewal of 
an existing mortgage); (4) the issuance of bonds in excess of a cer- 
tain amount; and (5) the authorization or issuance of any stock out- 
ranking the preferred. stock or of any security convertible into such 
stock. The question has been raised whether the preferred stock is 
nonvoting stock which is limited and. preferred as to dividends and, 
as such, to be disregarded in determining whether the corporations 



[$ 29. 141-1. 

are affiliate within the meaning of section 141(d) of the Code, and 
if it is not such nonvoting stock, how the voting power of the pre- 
ferred stock is to be determined. 

Section 141(d) of the Internal Revenue Code provides in part as 
follows: 

(d) DEFINITIUN oF "AFFILIATI D GaoUP. " — As used in this section, an "aEliated 
group" means one or more chains of includible corporations connected through 
stock ownership with a common parent corporation which is an includible 
corporation if— 

(2) The common parent corporation owns directly stock possessing at 
least 95 per centum of the voting power of all classes of stock and at least 
95 per centum of each class of the nonvoting stock of at least one of the 
other includible corporations. 

As used in this subsection, the term "stock" does not include nonvoting stock 
which is limited and preferred as to dividends. 

Since the preferred stock is clearly limited and preferred as to 
dividends, the first question to be determined is whether the stock 
is nonvoting stock as that term is defined in section 141(d) of the 
Code. 

There are numerous court decisions with respect to what consti- 
tutes voting stock, as that term is used in section 141(d. ) of the Code. 
It is well established that if preferred stock carries with it the right 
to vote only with respect to matters pertaining to the rights of pre- 
ferred stockholders, or if full voting rights are conditioned. upon the 
happening of some event which has not occurred, such stock is non- 
voting stock for the purposes of section 141(d) of the Code. (See 
Erie Lighting Co. v. Commissioner, 98 Fed. (2d), 888; Vermont B'ydro- 
Electric Corporatiori v. Commissioner, 29 B. T. A, 1006, acquiescence, 
C. B. XIII — 1, 16 (1984). ) On the other hand, if preferred stock, be- 
cause of dividend arrearages or the happening of some other condi- 
tionr has obtained full voting rights, it has been held to be voting 
stock. (See Atlantic City Electric Co. et al. v. Commissioner, 288 U. S. , 
152, Ct. D. 687, C. B. XII — 1, 281 (1988), and Pantlind FIotel Co. v. 
Commissioner, 28 B. T. A. , 1207. ) Likewise, it Ms been held that 
where, by State law, preferred stock has the privilege of voting for 
directors (but no other voting rights), the stock is voting stock within 
the meaning of section 141(d) of the CocLe. (See EMdolph Wurlitzer 
Co. et al. v. Commi ssi oner, 29 B. T. A. , 448, alarmed, 81 Fed. (2d), 971, 
certiorari denied. 298 Il. S. , 676. ) 

It remains to be determined whether the preferred stock in the in- 
stant ease is voting stock because of its right as a class to elect only one 
of the seven directors. One possible holding is that stock is nonvoting 
unless it has the right to participate in the election of all directors. 
Such a rule must be rejected since it would require, in a case such as 
the instant one, a holding that both the common and preferred stocks 
are nonvoting if the common stock participates in the election of only 
six of the seven directors. Another possible conclusion is that even 
though the right to participate in the election of all directors is not nec- 
essary, the right to elect only one director of a total of seven directors 
is not sutlicient to give the preferred stock any real participation in 
the management of the corporation, and that such preferred stock 
should be considered nonvoting stock for the purposes of section 
141(d) of the Code. Such a conclusion woulcl be based on the fact that, 

795590" — 48 
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the six directors elected by the common stock holders would so domi- 
nate the board of directors that the one director elected by the pre 
ferred stock holders would have no substantial authority. If such a 
theory were followed, however, it would be extremely dificult to deter 
mine when such stock becomes voting stock. If the preferred stock 
carried with it the right to elect three directors and the common stock 
four, the directors elected by the common would still be able to domi- 
nate the board, but it would not be reasonable to hold that in such a 
case the preferred is nonvoting stock. Likewise, it seems clear that, if 
the preferred stock had one vote in the election of all directors and 
the common stock had six votes, the preferred would be considered 
voting stock having one-seventh of the voting power. Although those 
situations can be distinguished from the instant case, the basic concept, 
which requires a holding that the preferred stock in those situations is 
voting stock, is applicable here. It is the opinion of. this oflice, there- 
fore, that any stock which participates in the election of directors is 
voting stock within the intendment of section 141(d) of the Code. 

Since, in the instant case, the preferred stock of the subsidiary com- 
pany is considered voting stock for the purposes of section 141(d) 
of the Code, it is necessary to determine what percentage of such stock 
must be owned by the parent in order for the subsidiary to be a member 
of the afFiliated group. The Revenue Act of 1924 provided that two or 
more corporations would be deemed to be afFiliated if one corporation 
owned at least 95 per cent of the voting stock of the others. In the 
Revenue Act of 1926, the word "voting" was deleted and ownership 
of "at least 95 per centum of the stock" was required for afliliation. 
It was provided that the term "stock" did not include nonvoting 
stock which was limited and preferred as to dividends. Section 
141(d) of the Revenue Act of 1928 contained similar provisions. In 
Anderson-Clayton Securities Corporation v. Cornrnis8ioner (35 B, T, 
A. , 795, acquiescence, C. B. 1987 — 2, 2), the Board of Tax Appeals 
(now The Tax Court of the United States), in construing section 
141 (d) of the Revenue Act of 1928& held that ownership of 95 per cent 
of the 8hare8 of stock of another corporation was not required for afH- 
iation, but rather ownership of 95 per cent of the capital stock of the 
corporation (excluding nonvoting preferred), taking into considera- 
tion the combined voting pou&er of the stock owned. In that case, the 
parent corporation owned 100 per cent of the preferred stock and 64 
per cent of the common stock of a subsidiary. The preferred stock 
at that time had a voting power of 50 votes per share and the common 
stock had a voting power of 1 vote per share. The Board held that, 
since the preferred stock had a voting power of 240, 000 votes and the 
common stock a voting power of 6, 400 votes, the parent corporation 
owned 98. 56 per cent of the voting power of the subsidiary's stock and 
the two corporations were afliliated. The Board said (page 800): 

Anderson-Clayton Industries, Inc. , held legal title to stock possessing more than 95 per centum of the total voting power and enjoyed a heneiicisl ownership of more than 95 per centum of the capital stock. 

it is clearly apparent that Anderson-Clayton Industries, Inc. , owned more than 95 percent of the e&'a companies. Our conclusion is that they were affiliat with the petitioner during the taxable period. 



In the Revenue Act of 1939, the right to flte consolidated returns was 
restricted to certain railroad corporations, but the stock ownership 
i'equirements remained unchanged. The Second Revenue Act of 1940, 
which enacted the excess profits tax, added section 780 to the Internal 
Revenue Code, which section granted the privilege of filing consolidated 
excess profits tax returns to affiliated groups as defined therein. Sec- 
tion 730(d) of the Code, as so added, defined " affiliate group" as one 
or more chains of includible corporations connected through stock 
ownership with a common parent corporation which is an includible 
corporation if "At least 95 per centum of each class of the stock of each 
of the includible corporations (except the common parent corpora- 
tion) is owned directly by one or more of the other includible corpora- 
tions. " Nonvoting stock which was limited and preferred as to divi- 
dends was specifica~lly excluded from the term " stock, " as used therein. 
It would appear that Congress, in requiring ownership of 95 per cent 
of each caus of the stock, intended to modify the holding in Andenon- 
Clayton Securities Corporation v. Comm& zionism, supra, that owner- 
ship of 95 per cent of the "capital stock" taken as a whole was 
sufhcient. 

The Revenue Act of 194o made section 780 of the Code inapplicable 
to years beginning after December 81, 1941, and amended section 141 
of the Code so as to extend the privilege of filing consolidated returns, 
for income as well as excess profits tax purpo~ses, to any "alfiliated 
group of corporations. " The definition of an "affiliated group" in 
section 141(d) of the Code was amended to require the ownership of 
stock "possessing at least 95 per centum of the voting power of all 
classes of stock and at least 95 per centum of each class of the nonvoting 
stock, " excluding nonvoting stock which is limited and preferred as to 
dividends. It would seem that Congress, in so altering the language 
of section 141(d) of the Code, intended to abandon the requirement of 
section 730 (d) of the Code that ownership of 95 per cent of ecrh class 
of stock was necessary for alfiliation and to follow the decision in the 
Anderson-Clayton Securities Corporation case which required merely 
the ownership of 95 per cent of the voting stock taken as a whole. 
However, section 141(d) of the Code, as amended, made explicit the 
requirement that 95 per cent of each class of nonvoting stock (which 
is not limited and preferred as to dividends) must be owned by the 
parent, or one of the other includ'ible corporations. Under the present 
hw, therefore, it is not necessary for the parent to own 95 per cent of 
each class of voting stock of the subsidiary in order for the latter to 
be a member of the affiliated group, but it is sufhcient if the parent 
owns 95 per cent of the voting power of all classes of voting stock 
taken together. 

The next question, therefore, is to determine the percentage of the 
voting power of the stock owned by the parent corporation in the 
instant case. Since participation in the management of the subsidiary 
corporation through election of the board of directors is considered 
the criterion of voting power, it is believed that the common stock of 
the subsidiary should be held to have six-sevenths, or 85. 714 per cent, 
of the voting power and the preferred one-seventh, or 14. 286 per cent. 
The parent corporation owns 100 per cent of the common stock but 

only 55. 5 per cent of the preferred stock of the subsidiary. Thus, it 
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owns stock possessing 85. 714 per cent plus 7. 929 per cent (55. 5 per cent 
of 14. 286 per cent), or 93. 643 per cent, of the voting power of a]j. classes 
of stock. In order for the subsidiary to become an includible corpo- 
ration of the affiliated group, the parent corporation must own 65. 01 

per cent of its preferred stock, which would represent 9. 287 per cent 

of the voting power and which, when. added to 85. 714 per cent of the 
' 

voting power held by virtue of the common stock ownership, would give 

the parent "at least 95 per centum of the voting power of all classes 

of stock "required by section 141(d) of the Code. 

REGvLATIDNs 104I SEcTIQN 23. 11: Consolidated 
returns for subsequent years. 

INTERNAL REVENDE CODE. 

1948 — 5-12756 
I. T. 3893 

Election with respect to filing separate Federal income tax returns 
for fiscal years ending in 1948 by affiliated corporations which filed 
consolidated Federal income tax returns for fiscal years ended 
in 1947. 

Advice is requested whether affiliated corporations which filed 

consolidated Federal income tax returns for fiscal years ended in 1947 

may elect to file separate Federal income tax returns for fiiscal years 
ending in 1948. 

Section 141(a) of the Internal Revenue Code, as amended. , provides 
in part as follows: 

(a) PniviiEGE To FizE CGNSGLIDATED INcoMK AND Excxss-PnoxITs-TAx Rz- 
TIIIINS. — * * * The making of consolidated returns shall be upon the condition 
that the affiliated group shall make both a consolidated income-tax return and a 
consolidated excess-profits-tax return for the taxable year, and that all corpora- 
tions which at any time during the taxable year have been members of the 
affiliated group making a consolidated income-tax return consent to all the con- 

solidated income- and excess-profits-tax regulations prescribed under subsection 
(b) prior to the last day prescribed by law for the filing of such return. 

Section 23. 11(a) of Regulations 104, as amended, relating to con- 
solidated income tax returns of afFiliated corporations, provides in part 
as follows: 

(a) Consolidated Returns Required for Subsequent Fears. 
If a consolidated return is made under these regulations for any taxable 

year, a consolidated return must be made for each subsequent taxable year 
during which the affiliated group remains in existence unless * * ~ (2) 
Chapter 1 of the Code to the extent applicable to corporations, or these remla- 
tions which have been consented to, have been amended and any such amend. 
ment is of a character which makes less advanta eous to afiuiated groups as a 
class the continued filing of consolidated returns, 

It is held that the law applicable to the fiiling of consolidated Federal 
income tax returns has been so amended as to make less advantageous 
to affiliated groups as a class the continued filing of such returns, 
within the meaning of section 23. 11(a) of Reoulations 104, as amended, 
for fiscal years ending in 1948. Accordingly, afmiated corporations 
which filed consolidated Federal income tax returns for fiscal years 
ended in 1947 may, notwithstanding the filing of such returns, file 
separate Federal inccme tax returns for fiscal~years ending in 1948. 
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REGULATIONS 110, SEUTIGN 88. 81: 33ases of tax 
computation. 

[f 29. 143-1. 

1948 — 11-12814 
T. D. 5615 

2'6 — I VTURNAL REVENUE — CHAPIER I SUBCHAPTER A. PART 33— 
CONSOLIDATED EXCESS PROFITS TAX RETURNS. 

Section 88. 81(b) (2) of Regulations 110 amended with respect to 
consolidated net operating loss deduction. 

TREASURY DEPARTMENT& 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE, 

Washington, D. C. 
To CoEEectore of'InternaE Eeiientse encE Others Concerned: 

PARAGRAPII 1. In order to eliminate a technical defect appearing in 
Regulations 110 [26 CFR, Part 88], section 88. 81(b) (2) of such regu- 
lations, as added by Treasury Decision 525, approved March 18, 1948 
f C. B. 1948, 801], is amended by revising that portion thereof following 
the second parenthetical expression to read as follows: 
but shall not exceed the amount of the consolidated normal-tax net income com- 
puted without the benefit of such deduction and without the credit provided in 
section 26(e), relating to income subject to excess profits tax; 

PAR. 2. Inasmuch as the sole purpose of this Treasury decision is to 
eliminate a technical defect in the Treasury decision conforming Reg- 
ulations 110 to the provisions of the Revenue Act of 1942, it is found 
unnecessary to give prior general notice or to conduct public rule 
making procedure in connection with this revision. The issuance of 
this Treasury decision is accordingly found not to be subject to the 
provisions of section 4(a) or 4(c) of the Administrative Procedure 
Act, approved. June 11, 1946. 

PAR. 8. The amendment made by this Treasury decision shall be 
e6ective for taxable years beginning after December 81, 1941. 

(This Treasury decision is issued under the authority contained in 
section 141(b) of the Internal Revenue Code (58 Stat. , 58, 56 Stat. , 
858; 26U. S. C. and Sup. , 141(b) ). ) 

GEO. J. SCIIOENEMAN, 
Comniissioner of Interna/ Eeienue. 

Approved May 11, 1948. 
A. . L. M. WIGGINsi 

Acting 8ecretary of the Treasmy. 

(Filed with the Division of the Federal Register May 17, 1948, 8. 48 a. m. ) 

SZCTIOiV 148. — WITHHOLDING OF TAX AT SOURCE. 

SEOTIQN 29. 148 — 1: Withholding tax at source. 
(Also Section 144, Section 29. 144 — 1. ) 

INTERNAL REVENUE CODE. 

1948 — 6 — 12768 
I. T. 8897 

Withholding agents in the United States are authorized to release 
direly to the French Government, or to the Bank of France as agent 
of that Government, Federal income taxes withheld at the source 
from interest and dividends which became due and payable on or 
a, fter July 6, 1947, the eirective date of French Decree No. 46 — 1698, 
on dollar securities owned by certain French nationals and others, 
title to which was taken by the 1"rench Government pursuant to that 
decree. 
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Advice is requested relative to the release to the French Government . f Federal income taxes withheld at the source from interest and 
dividends on dollar securities owned by certain French nationals and 
others, title to which was taken by the French Government by French 
Decree No. 46 — 1698 of July 26, 1946, which became e8ective on July 6, 
1947, by publication on that date of Notice No. 140 of the French For- 
eign Exchange Control Board. 

Due to formalities involved in the procedure under the requisition, 
deliverv of some of the securities by the former owners to the French 
authoritics was delayed so that in many cases amounts of interest and 
dividends which became due and payable on or after July 6, 1947, 
were remitted to the former owners after the Federal income tax had 
been withheld therefrom. Upon delivery of the requisitioned securi- 
ties, the former owners received an indemnity corresponding to the 
value of the securities as of July 6, 1947, the date of vesting. In 
those cases in which amounts of interest and dividends were collected 
by such former owners after the date of vesting and prior to delivery, 
the amount actually collected by them (the Federal income tax having 
been withheld) was deducted from the indemnity. Under such cir- 
cumstances, Federal income tax was withheld on income derived by 
the French Government from the requisitioned securities. 

Under section 116(c) of the Internal Revenue Code, the income of 
a foreign government from stocks, bonds, or other domestic securities 
is exempt from Federal income tax. It follows that income which 
accrued to the French Government on or after July 6, 1947, from se- 
curities requisitioned as of that date is not subject to withholding 
under section 148 or 144 of the Code. Withholding agents in the 
United States are, therefore, authorized to release to the French Gov- 
ernment, or to the Bank of France as agent of that Government, 
amounts of income tax withheld from interest and dividends which 
became due and payable on or after July 6, 1947, on such securities, 
provided the withholding agents are satisfied that the securities be- 
longed to the French Government at the time the tax was withheld 
and that the interest and dividends forming the basis for the tax were 
turned over to the French Government by the former owners of the 
securities, 

SEcTioN 29. 14o — 2: Fixed or determinable annual 
or periodical income. 

(A. iso Section 144, Section 29. 144 — 1. ) 
INTERNxL REvENEE CODE. 

1948 — 8 — 1274o 
I. T. 8889 

Increment on Treasury bills issued at a discount constitutes in- 
terest which, when paid to a nonresident alien individual or a non- 
resident foreign corporation, is subject to withholding of income tax 
at the source under sections 148(b) and 144 of the Internal Revenue 
Code. The principles set forth in O. 1024 (C. B. 2, 189 (1920) ) and I. T. 1898 (C. B. I — 2, 149 (1922) ), relating to the treatment of dis- 
cormt on bank acceptances, do not apply to such increment. 

Advice is requested whether the increment on Treasury bills issued 
at a discount constitutes interest which, when paid to a nonresident 
alien individual or a nonresident foreign corporation, is subject to 
withholding of income tax at the source under sections 148 (D) and. 144 
of the Internal Revenue Code. 
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Is contended that the provision in section 754(b) of Title 81, 
United States Code Annotated, to the effect that discount on Treasury 
bills Is to be treated as interest, is solely for the purposes of the ex- 
emptl» granted by that section, that such exemption has been nul'li- 
fied by section 742a of the same title in the case of Treasury bills issued 
on or after March 28, 1942, and. that, since no other statute requires that 
the original discount on Treasury bills should be treated as interest, 
the principles laid down in O. 1024 (C. B. 2, 189 (1920) ) aud I, T. 1398 
(C. B. I — 2, 149 (1922) ), relating to gain realized from bank accept- 
ances purchased at a d. iscount, are applicable, and the increment on 
Treasury. bills is not interest, nor is it annua~l or periodical income. 
It is further contended. that this viewpoint is confirmed by section 
42(c) of the Internal Revenue Code, relating to accrual of discount 
on short-term obligations issued on a discount basis. 

As explained in section 29. 117 — 1 of Regulations 111, the Second 
Liberty Bond Act (40 Stat. , 288) provides that Treasury bills shall 
be issued on a discount basis, and this is at all times considered as the 
basis of their issue, although, by reason of competitive bidding, the 
issue price of a particular bill may exceed its face amount. The au- 
thorizing Act requires that these bills shall mature within one year, but 
their maturity is customarily 91 days after the date of issue. 

The terms of section 754(b) of Title 81, United States Code Anno- 
tated, referred to above, are found in several Acts. Section 742a of 
the same title provides that interest upon obligations of the United 
States, with exceptions not hereto relevant, issued on or after March 
28, 194~2, shall not have any exemption, as such, under Federal tax Acts 
then or thereafter enacted, and that loss from the sale or other dis- 
position of such obligations shall not have any special treatment under 
such Acts. It also states that its provisions shall, with respect to such 
obligations, be considered as amendatory of and supplementary to the 
respective Acts or parts of Acts authorizing the issuance of such ob- 
ligations. as amended and supplemented. Although the Public Debt 
Act of 1942 (56 Stat. , 189, C. B. 1942 — 1, 897) is cited as the basis of 
section 742a of the United States Code Annotated, its general pro- 
visions, fully' applicable to Treasury bills, were first enacted as a 
part of the Public Debt Act of 1941 (55 Stat. , 7. C. B. 1941 — 1, 546) . 

It should be noted that section 757c(d) of Title 31, United States 
Code Annotated, provides, as to savings bonds and savings certificates, 
that, for purposes of taxation, any jn~crement in value represented by 
the djjference between the price paid and the redemption value re- 
ceived (whether at or before maturity) shall be considered as interest. 
AVhen sections 754(b) and 757c(d) are read together with section 
742a, a general legislative scheme is revealed, the purpose of which is, 
as regards taxation, to treat as interest the increment on all types of 
Government obligations v;hich are issued at a discount. Section 42(c) 
of the Internal Revenue Code does not indicate anything to the con- 

trary, for that section, which was added by section 115(a) of the 
Revenue Act of 1941, was adopted solely for the purpose of facilitating 
the bookkeeping procedure of the holders of short-term Government 

obligations. (See Senate Report No. 673, Part 1, Seventy-seventh 

In vjew of the foregoing, it is held that increment on Treasury bills 

jssued at a discount constitutes interest which, when paid to a non- 

resi en a I ident allen individual ol a, nonresident foreign 
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ject to withholding of income tax at the source under sections '143(b) 
and 144 of the Internal Revenue Code. The principles set forth in 
O. 1024, supra, and I. T. 1398, supra, relating to the treatment of 
di count on bank acceptances, do not apply to such increment, . 

SEGTION 29. 143 — 3: Exemption from withholding. 1948 — 6 — 12768 v' T. D. 5607 
TITLE 26 — INTERNAL REVEiNUE. — CHAPTER I, SUBCHAPTER A, PART 29. — IN. 

COME TAX: TAXABLE YEARS BEGINNING AFTER DECEMBER 31, 1941. 

Amending section 29. 143 — 8 of Regulations 111, relating to exemp- 
tion from withholding. 

f 
Approved March 12, 1948. 

A. L, M. WIGGINs, 
Acting secretary of the Treasury. 

(Filed with the Di'ision of tli Federal Register March 18, 1948, 9, 08 a. m. ) 

TREASURY DEPARTMENT) 
OFFICE OF COMMISSIONER 'OF INTKRiVAL REVEiVUE) 

Wash 'ngton 85, D. C. 
To OoZZectors of InternaZ Revere anot Others Concerned: 

PARAGRAPII 1. Section 29. 143 — 3 of Regulations 111, as amended by 
Treasury Decision 5580, approved November 13, 1947 [C. B. 1947 — 2, 
88j [26 CFR, 29. 143 — 3], is further amended by striking out the fifth 
paragraph and inserting in lieu thereof the following: 

The salary or other compensation for personal services of a nonresident alien 
individual who enters or leaves the United States at frequent intervals, shall not 
be subject to deduction and withholding of income tax at the source if— 

(1) such nonresident alien is a resident of Canada or Mexico, or 
(2) such nonresident alien is engaged in agricultural labor as dedned in 

section 1420(h) of the Internal Revenue Code. 

PAR. 2, Because the purpose of this Treasury decision is to relieve 
restriction it is found that it is unnecessary to issue such Treasury 
decision with notice and public procedure thereon under section 4(a) 
of. the Administrative Proceclure Act, approved June 11, 1946, or 
subject to the efFective date limitation of section 4(c) of said Act. 

PAR. 3. This Treasury decision shall be e]Fective upon its filing for 
publication in the Federal Register. 

(This Treasury decision is issued under the authority contained iit 
section 62 of the Internal Revenue Code (53 Stat. , 32; 26 U. S. C. , 62). ) 

GEO J SCIIOENEMAN~ 
Cornnua, ~ioner o InternaZ Ret enue. 

SECTION 144. — PAYMENT OF CORPORATION 
INCOME TAX AT SOURCE. 

SEcTIoiv 29. 144 — 1: Withholding in the case of 
nonresident f oreign corporations. 

INTERNAL REVENUE CODE. 

Increment on Treasury bills issued at a discount. (See I. T. 3889& 
page 78. ) 
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SEOTIoN 29. 1 44 — 1: Withholding in the case of 
nonresident f oreign corporations. 

[Regs. 112, [) 35. 718-2. ] 

INTERNAL REVENUE CODE. 

Release of amounts withheld from interest and. dividends on securi- 
ties requisitioned by the French Government. (See I. T. 8897, 
pa, ge 77. ) 

CHAPTER 2. — ADDITIONAL TAXES. 

SUBCHAPTER E. — EXCESS PROFITS TAX. 

PART I. 

SECTION 718. — EQUITY INVESTED CAPITAL. 

REGULATIGNs 112, SEGTIQN 85. 718 — 2: Determina- 
tion of daily equity invested capital — Accumu- 
lated earnings and profits. 

INTERNAL REVENUE CODE. 

1948 — 9-12795 
I. T. 8908 

The post-war credit allowed under section 780 of the Internal 
Revenue Code accrued at the same time as the excess pro(its tax 
upon which it was based, and in the ease of a taxpayer which kept its. 
books and filed its Federal income and excess profits tax returns 
on the accrual basis, the credit, for the purpose of section 718(a) (4) 
of the Code, is includible in earnings and profits as of i, he beginning 
of the taxable vear following the taxable year for which the tax was 
imposed. 

I. T. 3720 (C. B. 1045, 207) modified. 

In view of the decision in AltschuPs Incorporated v. Commissioner 
(9 T. C. , 697, acquiescence, page 1, this Bulletin), the ruling published 
as I. T. 8720 (C. B. 1945, 267), in so far as it relates fo the time of 
accrual of the post-war credit provided by section 780 of the Internal 
Revenue Code, has been reconsidered. 

The question in Altschul's Incorporated v. Commissioner, supra, was 
whether the post-war credit allowable in respect of the excess prlofits 
tax for the taxable year of the petitioner ended January 81, 1948, 
accrued as of January 81, 1948, or as of the time the tax was paid. 
The court concluded that he credit accrued as of January 81, 1948. 
That conclusion is contrary to I. T. 8720, supra. 

In view of the foregoing, it is held that the post-war credit allowed 
under section 780 of the Internal Revenue Code accrued at the same 
time as the excess profits tax upon which it was based, and in the case 
of a taxpayer which kept, its books and filed its Federal income and 
excess profits tax returns on the accrual basis, the credit, for the purpose 
of section 718(a) (4) of the Code, is includible in earnings and profits 
as of the beginning of the taxable year following the taxable year 
for which the tax was ilnposecl. 

I. T. 8720, supra, is modified accordingly, 
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REGULATIDNs 119, SEcTIDN 35. 718 — 2: Determi- 1948-9-19796 
nation of daily equity invested capital — Ac- Ct. D. 1697 
cumulated earnings and profits. 

(Also Section 115, Section 29. 115 — '8. ) 
EXCESS PROFITS TAX — INTERNAL REVENUE CODE, AS AMENDED — OPINION Op 

SUPREME COURT. 

EqUITY INvxsTED CAPITAL — AccubfULATED EARNINGS AND PBGFITs- 
INsTALLIIENT SALEs VALIDITY oF REGULATIGNS. 

For the purpose of the excess profits tax for the taxable year 1948, 
a corporation which computed its taxable income from installment 
sales on the "installment" basis, as provided by section 44 of the 
Internal Revenue Code, but computed its accumulated earnings and 
profits from these same sales on the accrual basis, can include in 
its equity invested capital only that portion of its profits from 
installment payments which it had actually received and on which 
it had already paid income taxes in the year of receipt. Section 
29. 115 — 8 of Regulations 111, which is applicable to both the normal 
income tax and the excess profits tax and specifically provides that 
"a corporation computing income on the installment basis as pro- 
vided in section 44 shall, with respect to the installment transactions, 
compute earnings and profits on such basis, " is valid. 

SUPREME CGUET oF TIIE UNITED STATEs. 

Commissioner of Internal Reeenue, petitioner, v. South Texas liumber Co. 

On writ of certiorari to the United States Circuit Court of Appeals for the Fifth Circuit. 

[March 29, 1948. ] 
OPINION. 

Mr. Justice BLAcIL delivered the opinion of the Court. 
This ease raises a question as to respondent's liability for the taxable year 1948 

under the Excess Profits Tax [Act] of 1S40 as amended. (54 Stat. , 975, 26 
U. S. C. , section 710, et seq. ) The law was passed to tax abnormally high profits 
due to large governmental expenditures about to be made from appropriations for 
national defense. ' The excess profits tax was a graduated surtax upon a portion 
of corporate income, and was imposed in addition to the regular income tax. It 
applied to all corporate profits and gains over and above what Congress deemed to 
be a fair and normal return for the corporate business taxed. 

Under the controlling 1948 law the amount of income subject to this excess 
profits tax is computed by subtracting from the net income subject to regular 
income tax the amount of earnings Congress deemed to be a taxpayer's normal 
and fair return. ' This deductible amount, called the excess profits credit, was 
to be computed in one of two ways, Ivhichever resulted in the lesser tax. (Section 
712. ) The first, not used here, permits a deduction of an amount equal to the 
company's average net income for the taxable years 1986 to 1S89 inclusive. 
(Section 718. ) The second, used here, permits a deduction of an amount equal 
to 8 per centum of the taxpayer's invested capital for the taxable year. ' (Section 
714. ) An includible element of the "invested capital" is the "accumulated 
earnings and profits as of the beginning of such taxable year. " It thus appears 

. that by this method Congress intended, with minor exceptions not here relevant, 
to impose the excess profits tax on all annual net income in excess of 8 per cent of a 
corporation's working capital, including its accumulated profits. The controversy 
here is over the taxpayer's claim that in computing its 1948 tax the statute allows 
it to include in this 8 per cent deduction its "accumulated profits" from certain 
installment sales, which profits the taxpayer, in accordance with an option con- 
ferred upon him, had elected not to report as a part of its taxable income in 
prior years. 

r H. R. No. 2894, Seventy-sixth Congress, third session, 1 — 2 IC. B. 1940 — 2, 496). s Other adjustments not here material are provided, but the chief deduction or "adjust- ment" is the oue noted above. ' The straight 8 per cent figure of 1940 was modified in several respects not here material in 1941 and subsequent years. (55 Stat. , 699; 56 Stat. , 911; 58 Stat. , 55. ) 



[Regs. 112, II 85. 718 — 2. 

Beginnin~ in 
of real estat 

e I»987 and extending over a 4-year period respondent sold parcels 
g'ave deeds, and took installinent notes, which were secured by 

ges and vendors liens. It kept its books generally on a calendar year mort a es an 
accl'iuil basis o1 accounting, a basis under which all obligations of a company 
applicable to a vear are listed as expenditures, whether paid that year or not, 
and all obligations to it incurred by others applicable to the year are set up as 
income on the same basis. Under 2G U. S. C. , section 41, au income taxpayer 
may report income and expenditures either on an accrual basis, or on a cash 
basis — under which latter method annual net income is measured by the difference 
between actual cash received and paid out within the taxable year. In any event, 
the basis used must, in the language of section 41, "clearly reflect the income. " 

Respondent did not report the v~alue of its land installment notes as income 
on the accrual basis as it could have done under section 41. Instead, from 1987 
up to and inchiding 1948, it has consistently reported its annual income from 
the installment sales on a third, or "installlnent" basis, expressly authorized for 
certain types of instaIlment sales by 26 U. 8. C. , section 44, That section per- 
mits a taxpayer to return as taxable income for a given year only " that proportion 
of the installment payments actually received in that year which the gross profit 
realized or to be realized when payment is completed, bears to the total contract 
price. " Thus respondent's installment incolne hits actually been reported for 
taxes all along substantially on a modified cash receipts basis, and the taxpayer's 
net income, which is subjected both to the normal income tax and to the excess 
profits tax, has not in any of these years refiected the unpaid balances on the 
installment notes, or any part of them. On the contrary, these balances were 
listed on respondent's tax returns during these years as " Unrealized profit install- 
ment sales. " 

On its 1948 excess profits tax return respondent nevertheless reported as "ac- 
cumulated earnings and profits" the amount of "Unrealized profit installment 
sales" shown on its books at the end of 1942, ' and included this amount in "in- 
vested capital. " It thus sought to deduct 8 per cent of its theretofore designated 
"unrealized profit" in computiiig its excess profits tax. The Commissioner re- 
deterniined the tax for 1948 after eliminating this item from "invested capital. " 
The Tax Court sustained the Commissioner's redetermination (7 T. C. , GG9), 
relying on its opinion in Kimbrell's Home Furnishings Inc. (7 T. C. , 889). ' The 
Circuit Court of Appeals, with one justice dissenting, reversed on the authority 
of its decision in Comnzzssioner v. Shenandoafz Co. (188 Fed. (2d), 792). The 
Government's petition for certiorari alleged that the result reached by the Circuit 
Court of Appeals was counter to the Commissioner's regulations and to long- 
standing tax practices reco . nized by statutes and judicial opinions, under which 
practices a taxpayer normally can not report taxable income on one accounting 
basis and adjustments of that income on another. The questions thereby raised 
are of importance in tax administration and we ranted certiorari to consider 
them. 

A Treasury regulation, set out in part below, ' applicable to both the normal 
income tax and the excess profits tax, ' specifically provides that "a corporation 
computing income on the installment basis as provided in section 44 shall, with 
respect to the installment transactions, compute earnings and profits on such 
basis. "' Since respondent computed its taxable income from installment sales 

4 In its 1943 return respondent also reported the amount of such unrealized profits shown 
on its books as of the end of the two preceding years for purposes of calculating the excess 
profits credit carrvover authorized by section 710(c). 

'The Kimbrell ease was subsequently reversed but not on the contention here urged. 
(159 Fed. (2d), 608. ) 

z Secfipn 29. 115 — 3 pf Regulatiolzs 111: "EABxrxos OR Paoxrra. — In determining the 
amount of earnings or profits (whether of the taxable Year, or accumulated prior io March 1, 
1913) due consideration must be given to the facts, and while merc bookkeeping entries 
increasing or decreasing surplus will not be conclusive, the amount of the earnin s or 
profits in any ease will be dependent upon the method of accounting properly employed in 
computing net income. For instance, a corpora. tion keeping its books and filing its income 
tax return under sections 41, 42, and 48 on the cash receipts and disbursements basis may 
not use the accrual basis in determining earnings and profits; a corporation computing 
income on the installment basis as provided in section 44 shall, with respect to the install- 
ment transactions, compute earnings and profits on such basis; 

meaning pf all terms used in the subchapter dealing with the income tax was ex- 
press]y toads applicable to terms used in the excess profits sulichapter. (Section 728. ) 
Treasury Regulaptpions 112 provided: "* * v In general, the concept of 'accumulated 
earnings and profits ' for the purpose of the excess profits tax is the same as for the purpose 
of the income tax. " (Section 35. 718 — 2. See also H. R. No. 2894, Seventy-sixth Congress, 

s This part of the regulations was added as an amendment to Regulations 103, section 
I 9 11p 3, now~ section 29. 115 — 3 of Regulations 111, after adoPtion of the 1940 Excess 
profits Tax Iaw. (T. D. 5059, July 8, 1941 [C. R. 1941 — 2, 125), ) 
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on the installment or modified cash receipts basis, but computed its earnings and 
Profits from these same sales on another basis, the accrual, it contends that the 
regulation is invalid because inconsistent with the governing Code provisions 
Validity of tlie regulation is therefore the crucial question. 

This Court has many times declared that Treasury regulations must be sus 
tained unless unreasonable and plainly inconsistent with the revenue statutes and 
that they constitute contemporaneous constructions by those charged with ad 
ministration of these statutes which should not be overruled except for weighty 
reasons. (See, c. g. , Fttzocus Macfzzzze Uo. v. United States, 282 U. S. , 875, 378 
[Ct. D. 278, C. B. X-l, 424, 42o (1981)]. ) 

This regulation is in harmony with the long-established congressional policy 
that a taxpayer generally can not compute income taxes by reporting annual in- 

come on a cash basis and deductions on an accrual basis. Such a practice has been 
uniformly held inadmissible because it results in a distorted picture which makes 
a tax return fail truly to reflect net incoine. This has been the construction given 
income, estate, and previous excess profits tax laws by administrative oificials, the 
Board of Tax Appeals, and the courts. ' 

The regulation's reasonableness and consistency with the statutes which im- 

pose the excess profits tax on incomes is also supported by prior legislative and 
administrative history. The present "invested capital" deduction is patterned 
after a similar provision in section 826(a) of the Revenue Act of 1918 (40 
Stat. , 1057, 1088, 1092). That section imposed a "War profits and excess profits 
tax. " Invested capital there included "paid in or earned surplus and undivided 
profits. " Under that law the administration, the Board of Tax Appeals, and 
the courts have uniformly beld that a taxpayer, having elected to adopt the 
installment basis of accounting, could not thereafter distort his true excess 
profits tax income by including uncollected installment obligations in his "in- 
vested capital" deduction base. " A taxpayer, having chosen to' report his tax- 
able income from installment sales on the installment cash receipts plan, thereby 
spreading its gross earnings and profits from such sales over a number of years 
and avoiding high tax rates, was not permitted to obtain a further reduction 
by shifting to an accrual plan and treating uncollected balances on these in- 
stallment sales as though they had actually been received in the year of the 
sale. 

'I'he history of the congressional adoption of the optional installment basis 
also supports the power of the Commissioner to adopt the regulation here in- 
volved. Prior to. 1926 the right of a taxpayer to report on the installment plait 
rested only on Treasury regulations. " In 1925, the Board of Tax Appeals held 
these regulations were without statutory support. Congress promptly, in sec- 
tiou 212(d) of the 1926 Revenue Act, adopted the present statutory authority 
for an elective installment basis for reporting income, the Senate committee 
report on the measure designs. ting it as a "third basis, the installnient basis. "" 
This new statutory provision was strikingly similar to the Treasury regula- 
tions previously held unauthorized by the Board of Tax Appeals. That the 
Commissioner was particularly intended by Congress to have broad rule-mak. 
ing power under the regulation was manifested by the first words in the new 
installment basis sec(. ion which only permitted taxpayers to take advantage 
of it "Under regulations prescribed by the Commissioner with the approval 
of the Secretary * * s. " The clause is still contained in section 44 of the 
Code. This gives added rea. sons why interpretations of the Act and regula- 
tions under it should not be overruled by the courts unless clearly contrary to 

' G. C. M, 2951 (C. B. VII — 1, 160 (1928); I. T. 8253 (C. B. 1939 — 1, 178); Consolidated Asphalt Co. (1 B. 1'. A. , 79, 82); Henry Reubet Eaecutor (1 B, T. A, , 676, 678 — 680); B. B. Todd, Inc. (1 B. T. A. , 762, 766); Bank of Hartsville (1 B. T. A, , 920, 921); Atlantis Coast gine IL. Co. . (2 B. T. A. , 892, 894 — S95); United States v. Anderson (269 U. S, , 422, 440 [T. D. 3839, C. B. V — 1, 179, 182 (1926]); Jacob Bros. v. Commissioner (50 I&'ed. 
(2d), 394, 896); Jenkins v. Bitgood (22 Fed. Supp. , 1G, 17 — 18, oflirmed, 101 8'ed. (2d), 17) &' Schmoller d hfueller Piano Co. v. United States (67 C. Cls. , 428); John N. Brunt Cs, v. United States (40 Fed. (2d), 126 [Ct. D. 222, C. B. IX — 2, 192 (1930) ]); Standard Coze puting Scale Co. v. United States (52 Il'dd. (2d), 1018); Jacob Bros. v. Commissioner (50 Fed. (2d), 394); Tull d Gib'bs v. United States (48 Fed. (2d), 148); Blam's Inc. v. Commis- sioner (7 B. T. A. , 737, 771); htezc England Furniture &5 Carpet Co. v. Commissioner (9 B. T. A. , 334); Green, Furniture Co. v. Commissioner (14 B. T. A. , 508); S. Davidson &5 Bros, v. Commissioner (21 B. T, A. , 638, 644); Fe&Leral St. S pleasant Valley passenger IL. Co. v. Commissioner (24 B. T. A. , 262, 2GG). 

zz Article 117 of Regulations 83 (Revised), promulgated January 2, 1918, nnd article 42 of Regulations 45, promulgated April 17, 1919. "B. B. Todd Inc. (1 B. T. A. , 7G2); H. B. Graves Co. (1 B. T. A. , 859); IIoover Bond Cs. (1 B. T. A. , 929); Sia Hundred and Fifty West End Avenue Co. (2 B. T. A. , 958). "S. Rept. Yo. 52, Sixty-ninth Congress, first session, 19, the Senate I&'(nance Commit. tee's report on Revenue Act of 1926 (44 Stot. , 9, 23). 
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t e w[fi I f Congress, (Sce 8uruef v. H. cg I, . III cfg. Corp. , 288 U. $. , 400, 415 
C. & XII — 1, Ic95, 198 (1988) j. ) l»«[)ment basis of reporting was enacted, as shown by its history, t»e»eve taxpayers who adoyted it from having to pay an income tax in the 

year of sale based on the full amount of anticipated profits when in fact they 
had received in cash only a small portion of the sales price. Another reason 
was the dificult and tilne-consumin effort of appraising the uncertain market 
value of installment obligations. '4 There is no indication in any of the con- 
gressional history, however, that by yassage of this law Congress contemplated 
that those taxpayers who elected to adopt this accounting method for their 
own advantage could by this means obtain a further tax advantage denied 
all other taxpayers, whereby they could, as to the same taxable transaction, re- 
port in part on a cash receipts basis and in part on an accrual basis. 

We find nothing unreasonable in the regulations here. (See Commissioner v, 
Wheeler, 824 U. S. , 542 [Ct. D. 1%7, C. H. 1945, 849]. ) 

It is argued that notwithstanding what has been said, Congress by enacting 
section 501 of the 1940 Second Revenue Act (54 Stat. , 974, 1004, 26 U. S. C. , 
section 115(i) ) had provided a definition of " earnings and profits " which in- 
cludes these unpaid installment obligations and that the regulation here con- 
fiiets with section 1 15 ( 1 ), " which is applicable alike to both the inconte and 
the excess profits taxes. There are at least two reasons why we can not accept 
this argument. In the first place, neither section 1 15 ( 1 ) nor any other pur- 
ports to alter the Commissioner's power to promulgate reasonable regulations 
which require taxpayers who adopt the installlnent basis of accounting to use 
an accounting method that reflects true income. The hybrid method here 
urged would not accomplish that result. 

In the second place, we can not agree with the respondent's interpretation 
of section 1 15 ( 1 ) . He argues that " earnings and profits " derived from a sale 
of property are defined in section 1 15 ( 1 ) considered in the light of sections 11 1, 
112, and 118; that these sections together define such earnings and profits as 
all gain " realized " in the year of sale and " recognized " under the law ap- 
plicable to the year of sale; that all the anticiyated profits from these insta. llment 
sales were " realized " when the sales vvere made because the installment obliga- 
tions of the purchasers were received by respondent in the year of sale and they 
must be assumed to have been worth their face value; that they were " recog- 
nized" as taxable by section 111 (c), the law applicable to the year of sale; and 
that conseq'uently, the Commissioner was compelled to accept these lawfully 
"realized " and " recognized " accumulated profits as " invested capital " for 
excess profits tax purposes, even though not previously reported as taxable 
income for either income tax or excess profits tax purposes, Finally respondent 
contends that section 44 merely conferred upon it a privilege to defer payment 
of income tax on its tax " recognized " profits realized from instal'lment sales 
until the unpaid installment obligations were collected. 

The co'ngressional reports on section 1 15 ( 1 ) do not provide support for the 
idea that gains not included in taxable income under the taxpayer's method 
of. accounting may nevertheless be considered " realized " and " recognized " 
for computing tax adjustments or deductions so long as they lnighi have entered 
into such computations under a different method of accounting. " Furthermore, 
neither sections 111, 112, nor 118, require a " recognition " of the full face va)ue 
of installment paper. It is true that section 111 (b) does provide that gain or 

zc S Rept. No. 52; Sixty-ninth Congress, first session, 19 [C. B. 1939 — I (Part 2), 346]; 
Wglcuts v. Gradmohf (58 Fed. (2d), 587, 589 — 590 [Ct. D. 524, C. B. XI — 2, 155, 158 
(1982) I ). u Section 115 (1) provides: " The gaiu or loss realized from the sale or other disposition 
of property by a corporation — z 

"(2) for the purpose of the cocnputation of earnings and i&rofits of the corporatipn fpv 
any period beginning after Februacy 28, 1913, shall be determined bv using as the adjusted 
basis [the adjusted basis] (under the law applicable to the vear in which the sale or other 
disposition was made) for determining gain. " Gain or loss so realized shall increase or decrease the earnings. and profits tp but 
beyond, the extent to which such a realized gain or loss was recognized in computinp net 
income under the law applicable to the year in which such sale or clispositipn was mage. ' 

w The conference committee report [C. B. 1940 — 2, o481 on the Second Revenue Act pf 
1940 (~~~Stat, , 974), said with reference to section 115(1): "The provisions in the IIpuse 
and S'enate bills, that gain or loss so realized shall increase ov decrease the earnings and 
prpfits to, but not . beyond, the extent repopa(zed in computing net income under the law 
gppiicab~je to the year in which such sale or disposition was made, are retained. As usecl 

tn this su+section the term ' recognized ' relates to a realized gain or loss which is 
reco nized pursua~nt to the provisions of law, for example, see section 112 of the Internal 
Revocynue Code. ulat deeps not relate to losses disallowed or not taken into account, " (Cpn- 

ference Report ho. Np 8P002, Seventy-sixth Congress, third session, 60 [C. B, 1940 — 2, ' 563], ) 
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loss "realized" from the sale of property shall be measured by the "sum of 
any money received plus the fair market value of the property (other than 
money) received" and section 111(c) provides that the extent of gain or loss 
shall be " recognized" as determined "under the Provisions of section 112. " But 
section 111(d) provides that nothing in section 111 " shall be construed to prevent 
(in the ease of property sold under contract providing for payment in instaip 
ments) the taxation of that portion of any installment payment representing gain 
or profit in the year in which such payment is received. " This means that where 
a taxpayer has validly reported its income from installment sales on the install. 
ment basis provided by section 44, that section, not sections 111, 112, and 113 
prescribes the extent to which receipts from such sales are "recognized" as 
taxable and the year in which such receipts are "recognized" in computing 

taxable income. Section 44 provides for the return as income "in any taxable 
year that proportion of the installment payments actually received in that year 
which the gross profit realized or to be realized when payment is completed, 
bears to the total contract price. " Unlike section 111, section 44 does not 
recognize as subject to income tax liability the "market value" of deferred 
installment obligations. They may never be recognized by a taxpayer on the 
installment basis for tax purposes under section 44 or any other section, for 
they may never be paid, or may be paid only in part. The anticipated profits 
from these deferred obligations are recognized and taxable under section 44 

only if the obligations are paid and when they are paid, unless they are sold or 
transferred before payment. Thus whatever meaning is given to the words 
"realized" and recognized" the regulation here considered is not in conllict 
with sections 115 (1), 111, 112, and 113. 

The regul'ition is valid. The respondent can include in its equity invested 
capital only that portion of its profits from installment payments which it has 

actually received and on which it has already paid income taxes in the years 
of receipt. 

Reversed. 
Mr. Justice Dovoms and Mr. Zustiee BvaToiv dissent. 

EXCESS PROFITS TAX COUNCIL. 

1948 — 13 — 12828 
E. P. C. 24 

Constructive events and conditions under the push-back rule. 

1. In E. P. C. 21 [C. B. 1947 — 2, 136] the Council modified those pro- 
visions of the Bulletin on Section 722 dealing with the push-back rule 
which were commonly referred to as the " capacity limitation. " Some- 
what simile, r questions have arisen in cases, not involving any limita- 
tion on capacity, where taxpayers have requested relief under section 
722(b) (4) and the push-back rule is involved. 

2. In connection with the application of the push-back rule& the 
Bulletin on Section 722 (e. g. , page 88, G. P. O. printing) states that 
changes, innovations, additions, new processes, new products, new 
facilitics~, or any other factor which was not present actually — or con- 
structively under the commitment rule — by December 31, 1939, can not 
be brought into the picture in determining what constitutes the changed 
business for which normal earnings are to be established. 

3. It is the opinion of the Council that such statements are not 
proper interpretations of section 722. 1Vhere the push-back rule is 
invoked and it results in a constructive increase in the level of earn- 
ings as of December 31, 1939, it necessarily involves the assumption 
of the existence or occurrence of certain events or conditions. The 
Council holds that any such event or condition which is an essential 
part of, or integral factor in, the developments which clearly would 



have b«n expectecl to result from the commencement or change in the 
character of a business, by the end of the base period, in the ordinary 
course of the business, under base period condit, ions, had the com- 
mencement or change been made two years earlier, may be recognized 
m establishing the constructive earnings level at the end of the base 
period. The Vact that such event or condition, had it occurred prior 
to January 1, 1940, might have served as a qualification for relief, is 
not material. The taxpayer must clearly demonstrate that such change 
or other circumstance would have resulted in the usual course of busi- 
ness under base period conditions had the qualifying event occurred 
two vears earlier. There are no grounds for looking beyond December 
81, 1989, in a noncommitment situation, and the question of whether 
the constructive events or conditions did or did. not actually occur or 
exist after December 81, 1989, is irrelevant. 

4. In the opinion of the Council the push-back rule can not be used 
to establish as a qualifying factor a change in the character of the 
business not made or cominitted for until after December 81, 1989. 
Thus, if the basis upon which relief is claimed is a change in the char- 
acter of the business made in January, 1940, which was not committed 
for prior to January 1, 1940, the taxpayer can not qualify for the 
benefits of section 729 and the push-back rule may not be used to bring 
a post-1989 event or condition into the base period to serve as a quali- 
fying factor. (See E. P. C. 9 [C. B. 1947 — 1, 76]. ) 

HXNRx J. MEitRr, 
Choirvnon, Excess Profits Tm Counci7. 

JUNE 9, 1948. 

1948 — 18-12829 
Z. P. C. 95 

Under the facts given, the Council applies the principles set forth 
in E. P. C. 24 [page 86, this Bulletin], and it is held that the con- 
structive level of earnings as of December 81, 1&9, may contemplate 
earnings from constructive sales of a by-product not actually sold 
prior to January 1, 1940. 

1. The A Corporation was organized in 1025 and 61ed income tax 
returns on the calendar year basis. It operated a manufacturing plant 
in New England. In 1989, taxpayer constructed a, plant in a Southern 
State. This new plant began operations on November 1, 1989, pro- 
ducing goods of the same general type as those produced by the 
Northern mill. An application for relief under the provisions of 
section 7&2 has been filed alleging that average base period net in- 

come is an inadequate standard of normal earnings because of a change 

in the capacity for production occurring in 1989. 
B. The technique of recovering by-product " X" was known to the 

A. Corporation's management and had been standard practice at its 

New England plant and throughout the industry. However, no at- 

tempt was made to recover and commercialize this by-product at, t e h 

new plant until after December 81, 1989. , because of the fact that 

t payer was primarily engaged in training its labor force there. The 

taxpayer has established. that, if' it had commenced operations at i axpayer was ri 

S th l nt two years before it actually did so (i. e. , on November 

1) 1987) ) i woii 1, 1987), 't ild have achieved a level of earnings as of December 8, b 1 
n u 

1989. attributable to the recovery and sale of by-product X, equal to 

$10, 000 a year. 
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8. In accordance with the principles set forth in E. P. C. 24 [page 86, 
this Bulletinj, it is the opinion of the Council that the taxpayer is 
entitled under the push-back rule to include in its constructive level of 
earnings as of December 81, 1989, net income of $10, 000 attributable 
to constructive sales of by-product "X. " Such net income is a clearly 
foreseeable result Rowing directly from the opening of the new plant. 
It is an essential part of the developments which would be expected 
to result, from the change, by the end of the base period, in the ordinary 
course of business, under base period conditions, had the ch" nge been 
made two years earlier. 

HENRY J. MERRY) 
Cha& man, Excess Proft8 Tax Council. 

JUNE 9, 1948. 

1948 18-12830 
E. P. C. 26 

Under the facts given, the Council applies the principles stated 
in E. P. C. 24 [page 86, this Bulletin], and it is lseld that in deter- 
mining the constructive level of earnings as of December 81, 1989. the 
push-back rule may not be extended to include earnings attributable 
to by-product "Y. " 

1. The B Corporation, which was organized in 1930 and filed income 
tax returns on the calendar year basis, has established that it changed 
the character of its business in 1987 by acquiring a license to manufac- 
ture product " W" by a paten. ted process. It constructed a new plant 
and began operations under this license in August, 1989. 

2. In June, 1940, the B Corporation's research department, in at- 

tempting to devise means to increase the purity of the product "Wa 
which was being produced, discovered that, by making certain modi- 
fications in the process, by-product " Y " could be recovered in commer- 
cial quantities from the operation of the new plant. Prior to 194() 
neither the B Corporation nor any other licensee for product "W" 
knew that the recovery of by-product" Y" was commercially feasible. 

8. It has been urged that, in determining the constructive level of 
earnings for the B Corpora~tion under the push-back rule, provision 
should be made for constructive earnings attributable to sales of by. 
product "Y. " In support of this view it has been established that 
"but for" the change in the character of the business in 1987 this dis- 
covery would not have been made and, further, that substantial earn- 
ings did result from the discovery within two years after December 
81, 1989. 

4. It is the view of the Council that, under the principles set forth 
in E. P. C. 24 [page 86, this Bulletin], the push-back rule can not be 
extended to embrace earnings from the sale of by-product" Y. " Upon 
i}le facts presented, it appears that this discovery was neither an essen- 
tial part of, nor an integral factor in, the developments which clearlv 
might be expected to result from the change in character made in 1987. 
It can not be classed as an expected consequence of procuring the license 
to produce product "W. " It depended upon an entirely separate 
event which would not, under base period conditions, be an anticipated 
result Rowing from the qualifying change in the o~rdinary course of 
business. The fact that substantial earnings did result from the sale 
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duct "Y" within two years after December 81, 1989& is 
irrelevant. 

HENm. J. MERRY& 

Chairman, Excess Profits Tax Council. 
JIINE 9, 1948 

1948-18-12881 
E. P. C. 27 

In applying the push-back rule under section 722(b) (4) to a tax- 
payer that commenced business during the base period, the construc- 
tive level of earnings as of December 81, 1989, may contemplate 
constructive sales in territories not actually served prior to January 
1, 1940. (E. P. C. 24 [page 86, this Bulletin] applied. ) 

1. The C Corporation was organized January 1, 1987, for the pur- 
pose of manufacturing and selling a compouncl for household use in 
the laundering of clothes. The product was sold from door-to-door 
and was received favorably. Initial selling operations were con6ned 
to a single State, but during the remainder of the base period additional 
sales forces were organized on a State-by-State basis. As of December 
81& 1989, the end of the base period, the C Corporation was doing busi- 
ness in 12 States, having expanded its sales territory bv one additional 
State every few months. 

2. The taxpayer presented evidence which established that if the C 
Corporation had commenced business two years before it actually did 
so, it would have been doing business in 18 States by the end of the 
base period. 

8. In applying the push-back rule, operations in a sales territory 
comprising 18 States should be considered in determining the con- 
structive level of earnings at the end of the base period as one of the 
steps in the ascertainment of normal earnings. (See E. . C. 24 [page 
86, this Bulletin]. ) 

HENRT J. MERRY& 

Chairman, Excess Prof'its Tax Council. 
JUNE 9, 1948. 

1948 — 13 — 128M 
E. P. C. 28 

Under the facts given, the Council applies the principles stated in 
K. P. C. 24 [page 86, this Bulletin] and the constructive level of earn- 
ings as of December 81, 1989, determined under the push-back rule, 
conteinplates cost savings attributable to rebuilt machines not actu- 
ally in production line as of the end of the i&ase period. 

1. The D Corporation was organized in 1912 and filed its income 
tax returns on the calendar year basis. As of the bcgiiining of the hase 

period, technological improvements in its industry had placed thc tax- 
payer at a competitive disadvantage which became increasingly serious 
in 1937 and 1988. Late in 1938 the board of directors decided that 
modernization was imperative and that new management was neces- 

sary in order to effectuate the proposed improvement program. 
2. On January 1, 1989, the president and treasurer of the corpora- 

tion were replaced; a new general manager and a new factory super- 

intendent were appointed. A. comprehensive survey of the plant was 

79o, :l&o' — -&S — — 7 
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made by the new management group and a plan of renovation and re. 
placement drawn up by them was approved by the board of directors 
oil Marcll 1 

~ 
1 989 'this plan, among other things, recommended that 

100 of the taxpayer's semiobsolete machines be tom down, rebuilt, anil 
improved in its own machine shop. This change was to be made at the 
rate of about, 4 machines a month, so as to minimize interference with 
production, and it had as its primary objectives the improvement of 
quality and the reduction of labor costs. A. ctual capacity for prpduc. 
tion would not have been increased. 

8. A. s of December 81, 1989, taxpaver had rebuilt and reinstalled 82 
machines and was in process of rebuilding 5 others. It is admitted 
that no commitment is involved and taxpayer has established that, had 
the change in management occurred two years earlier (i. e. , on January 
1, 1987), the eiitire 100 machines would have been rebuilt and rein 
stalled by December 81, 1989. 

4. It is the view oi the Council that, under the push-back rule, oper- 
ation of the plant with 100 rebuilt machines is to be considered in 
determining the constructive level of earnings as of December 81, 1989, 
(See E. P. C. 24 [page 86, this Bulletin]. ) 

HENRV J Mrna&. 
Chozrmun, Ezcegs Pz'oft Taa: Council. 

JUNE 9, 1948. 

1948 — 18 — 12883 
E. P. C. 29 

The E Corporation was organized and commenced business in 
January, 1%9, and, therefore, is qualified for consideration under 
section 722(b) (4). For the taxable year ended December 91, 1939, 
it sustained an operating loss giving rise to a net operating loss de- 
duction applicable to 1940, its lirst excess profits tax taxable year. 
Held, that constructive average base period net income applicable 
to 1940 must be determined in a manner that will compensate for 
the effect of the net operating loss deduction on net income for 1940. 
An acceptable method is illustrated herein. 

1. The E Corporation was organized and commenced. business in 

January, 1989, and filed. returns on the basis of the calendar year. For 
the year 1989 the corporation sustained a net operating loss which 

gave rise to a $19, 000 net operating loss deduction for 1940. Its net 

income for 1940, computed without regard to the net operating loss de- 

duction, was $100, 000. 
2. The taxpayer filed application for relief under section 722 for 

1940 and established that its constructive average base period net 

income applicable to 1940 would be $40, 000 if the net operating loss 

deduction for 1940 properly could be ignored. 
8. If the amount of relief were computed without regard to tlis 

net operating loss deduction, duplication in tax benefits would arise 
The operating loss would, in e8ect, be restored twice in the compu- 
tation of the excess profits tax for the year 1940; first, by reducing the 
excess profits net income for 1940 and, second, by substituting net in. 
come for this loss in computing constructive base period net income to 
form part of the excess profits credit. Such double counting would 
be contrary to the terms of section 722(a), which prescribes that the 

constructive average base period net income shall be a fair and just 
amount for the purpose of comparing normal earnings with earning& 
during an excess profits tax period. 
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4. In the c' the circumstances of this case, the constructive average base period net income for 1940 is obtained by reducing the amount which would be used in the absence of a net operating loss deduction by a sum equal to 100 ninety-fifths of the excess of the net operating loss de- duction for 1940 over additional 1940 income tax that would have been payable had no such deduction been allowable. In short, the object oi the adjustment is to subject to excess profits tax an amount oi adjusted excess profits net income equal to the amount that would 
have been taxed h td there k&een no net operatino loss deduction. ' 

d. An acceptable method of determining the correct, constructive 
average base period net income applicable to 1940 for the E Corpo- 
ration may be illustrated as follows: 
Net income for 1940 computed without regard to 

deduction 
Net operating loss deductio» 

Net income 
Income and defense tax (24 per cent) 

net operating loss 
$100, 000 

19, 000 

Sl, 000 
19, 440 

Excess profits net income 
Constructive average base period net income (unad- 

justed) $40, 000 
Net operating loss deduction $19, 000 
Income and Zefense tax (24 per cent) 4, 560 

61, 560 

Excess 

100/95 X $14, 440 

14, 440 

15, 200 

Constructive arerage base period net income (ad- 
justed) 24, S00 

95 per cent of adjusted constructive average base period net 
income $26, 560 

Specific exemption 5, 000 

Adjusted excess profits net income 

28, 560 

Proof: 
Net income for 1940 computed without regard to net operating loss 

deduction $100, 000 
Income and defense tax (24 per cent) 24, 000 

Excess profits net income 
Constructive average base pet iod net income $40, 000 

95 per cent of constructive a. verage base period net income $68, 000 
Specific exemption 5, 000 

49, 000 

Adjusted excess profits net income 
HENRx' J. MERRY, 

Chat', xnan, Excess Progts Tax CounciL 
J~iE 9, 1948. 

the carry-over to 1940 of a net operating loss for 1999. 
edetermining constructive average base period net income 

o era~tin™tons~a deduction &or 1941 ori inates in a base period 
applicable to 1941 where a net opera ing 
taxable year. 
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1948 — 18-128@ 
E. P. C. 8p 

Iliustration of factors to be considered in determining constructive 
average base period net income. 

1. The F Corporation filed an application for relief under the pro 
visions of section 722 in which it alleged that its average base period 
net income was an inadequate standard of normal earnings becau86 
operations for 1987 were interrupted by a fire. 

2. Since its organization in 1925 the taxpayer has been engaged jn 
the operation of retail stores. At the beginning of the base period it 
operai, ed four separate stores located in difierent sections of a largs 
city in such a manner as to be noncompetitive. In 1987 Store No. I 
v9as seriously damaged by a fire and it has been established that th6 

earnings of that store for 1987 were thereby depressed. 
8. As of December 81, 1987, taxpayer sold Store No. 2 and as of 

october 81, 1988, it sold Store No. 8. The proceeds of both sales wer6 

distributed to the shareholders and these stores were thereafter oper- 
ated by entirely difierent interests. It is stated by the taxpayer that 
it at no time intended to replace either of the discontinued units. 

4. The arithmetic average of taxpayer's actual base period nct 
income was $45, 000, which was increased under the provisions of th6 

75 per cent rule of section 718(e) (1) to $48, 750. The actual ha86 

period net income, by stores, was as follows: 

Store 
No. 1 

Store 
No. 2 

Store 
No. 3 

Store 
No. 4 Total 

1936 
1937 
1938 
1939 

Total 
Arithmetic average 
Average under section 713(e) (1) 

617, 000 
3, 000 
6, 000 

18, 000 

613, 000 
15, 000 

515, 000 
17, 000 
8, 000 

617, 000 662, M 
19, 000 54, M 
10, 000 24, M 

45, M 
48, 7X 

5. It is the contention of the F Corporation that reconstructed 198t 
net income for Store No. 1 should be $28, 000 and that it is entitled t0 

use as its constructive average base period net income the resulting 
general average net income of $50, 000 in lieu of average base period 
net income of $48, 750. The question has arisen as to the eGect, if any, 
of the discontinuance of Stores Nos. 2 and 8. 

6. Based upon the facts stated, it is the opinion of the Council that 
constructive average base period net income for the F Corporation 
can not be reconstructed simply by correcting for the eifects of. th6 

fire in 1987. A. ll the circumstances indicate that the discontinuanc6 
of Stores Nos. 2 and 8 has resulted in a relatively permanent chang6 
in the level of earnings for this taxpayer at the end of the base period. 
It is the view of the Council that constructive average base period 
net income for the F Corporation must represent normal earnings for 
the taxpayer as it existed at December 81, 1989, based on the opera. 
tion of Stores Nos. 1 and 4 only. 

JUNz 9, 1948. 

HzNRv J. Mme, 
Chairman, Excess Prof ts Tax Colnctt. 
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1948-18-12835 
K. P. C. 31 

In the c e case of a taxpayer entitled to the push-back rule under section 722(b)(4), the constructive level of earnings attained at the end of 1980 should be backcast over the entire base period. 
1. The G Corporation filed applications for relief under section 722 which alleged that its average base period net income is an inadequate standard of normal earnings been, use of certain changes in management 

during the base period. 
2. The taxpayer was incorporated in 1920 by P and filed income tax 

returns on the calendar year basis. P served as its president and gen- 
eral manager from the date of its organization until his death on 
February 1, 1937. Under P's management the G Corporation attained 
a prominent position in the industry, earned substantial profits, and 
achieved a wide reputation for fair dealing and quality performance, 

8. Following the death of P, the position of general manager was 
occupied by Q, who had been plant superintendent. Q proved to be 
incapable. He was unable to maintain the standard of performance 
set by P and it has been established that he instituted certain unsuccess- 
ful policies which resulted in serious loss of sales and profits. By 
1989 working capital became seriously depleted as the result of Q's 
failures and receivership was avoided only because one of the stock- 
holders advanced substantial funds in the form of a long-term loan. 
This stockholder demanded Q's removal and he was discharged in 
March, 1989. On April 1, 1939, R was appointed general manager 
and under his guidance the taxpayer's business began to improve. 

4. For the entire year 1989 the G Corporation had actual net income 
of $30, 000, refiecting operations under the leadership of R for the last 
nine months only. It is demonstrated that the taxpayer's actual level 
of earnings as of December 81, 1939, may reasonably be considered as 
$40, 000 per annum. It is further established that by employing the 
push-back rule (and assuming that R had been engaged as general 
manager on April 1, 1937, instead of on April 1, 1939) the constructive 
'. evel of earnings as of December 31, 1939, would be $50, 000 per annum. 
The $50, 000 constructive level of earnings as of December 31, 1989, 
has been converted to $47, 000 constructive net income for the year 
1939 by properly compensating for seasonal and other factors 

5. Reconstruction has been continued by determining constructive 
earnings for 1938 and for 11 months of 1937 under the assumption 
that R was general manager during those periods. The actual net 
income earned under the management of P has been used for the year 
1936 and for the month of January, 1937, to complete the 4-year base 
period. 

6. In the opinion of the Council, this method of reconstruction is not 
correct. The objective of the reconstruction is to establish, for the 
entire base period, constructive earnings for the taxpayer based on the 
level attained at the end of 1939 under the management of R. It is 
for this reason that a constructive level of earnings as of December 31, 
1939, has been established under the push-back rule as the first step 
in reconstruction. The second step requires backcasting over the entire 
base period on the constructive level thus ascertained. This necessi- 

tates that reconstructed earnings for the first 18 months of the base 

period s ia e us »»} b«sed a"d n« the actual net earnin s for that p 
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While actual earnings for the first 18 months of the base period will 
furnish the most reliable guide in determining the economic Quctua 
tions that would have been encountered and may also, on a comparative 
basis, assist in evaluating the constructive earnings attributed. to tile 
management of R, they are not, as such, a proper element to be 
included in normal earnings for the G Corporation. 

HENRY J. MERRY, 
Cho6 man, Ezee8e Prof ts 1'az Covnci7. 

JUNE 9, 1948. 

1948 — 18-19886 
E. P. C. m, 

Cnder the facts given, the taxpayer is entitled to use the 2-year 
push-back rule and the Council applies the principles expressed in 
R. P. C. 5 [C. B. 1946-2, 122] in determining the constructive level of 
earnings as ot December 81, 1989. 

1. The H Corporation, a manufacturer of office furniture, fileg 
application for relief under section 7oo, alleging its average base 
period net income to be an inadequate standard of normal earnings 
because of a change in the character of its business evidenced by the 
opening, on October 1, 1988, of a new unit for the manufacture of a 
different line of products. 

2. The good will and trade name of the H Corporation were firmly 
established in the industry before the beginning of the base period, 
and its outlets for distribution of its products also were well estab- 
lished. Operation of the new unit involved no diff'erent types of 
machinery or manufacturing processes from those employed in the 
units already in service, and taxpayer had sufficient trained personnel 
to operate the new unit from the outset with a very short period of 
initial development difficulties. Sales of the product of the new unit 
were made in the same manner and through the same outlets as the 
original products and the taxpayer has demonstrated that the intro- 
duct, ion of the new line had no depressing effect upon sales of the 

original products. 
8. By the end of 1938 the product of the new unit was sellmg 

re']atively as well as the original products of the H Corporation, but 

sales of this new line continued to increase throughout 1989 more 

rapidly than the sales of its other products. It is clearly shown that, 
had the supply of this particular line of products been available as 

early as October, 1986, taxpayer would, bv the end of 1989, have in- 

creased the sales of this line by x mor~e articles per annum than it 

was actually selling at that date, and that its level of earnings woul~ 

have been y dollars~higher. 
4. The question involved in applying the push-back rule to this cas& 

may, therefore, be summarized as follows: Where the taxpayer had 

by Deceniber 81, 1939, overcome its initial development difficulties m 

the operation of the new unit from the standpoint of production, an~ 

where there were no significant developmental difficulties from tbc 

standpoint of sales, other than the promotion of consumer acceptance 
is the taxpayer precluded from sliowing that the actual level of sa]ss 

and the actual level of earnings as of December 81, 1939, are lo&sr 

than they would have been had the new unit been placed in operatioii 
two years earlier than it actually u as & 
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In the opinion of the Council, the applicability of the push-back rule can not be thus limited. Whenever the taxpayer establishes that a higher level of earnings would have been reached by the end of the 
base period if the qualifying event had occurred two years earlier than it actually occurred, the push-back rule should be applied. The length of the actual initial development period is immaterial in as much as 
the Statute provides that in all cases under the push-back rule the 
commencement or change will be assumed to have occurred. two years 
earlier. 

6. The Council in this situation applies the principle expressed in 
K. P. C. 5 [C. B. 1946 — 2, 122] and approves a reconstruction which 
gives recogllition to the constructive level of earnings attained at 
December 31, 1939, with the aid of the push-back and, in computing 
this level, approves the inclusion in constructive sales of the a addi- 
tional articles per annum which would have been sold if the new 
unit had been opened October 1, 1936. 

HENRY J. MEPRY, 
Chairman& recess Profi, ts Tax Council. 

JUNE 9, 1948. 

CHAPTER 9. — EMPLOYMEXT TAXES. 

SUBCHAPTER D. — COLLECTION OF INCOME TAX AT SOURCE ON 
WAGES. 

SECTION 1622. — INCOME TAX COLLECTED AT SOURCE. 

REGULATICNS 116, SEGTIQN 405. 201: Requirement 1948 — ltd — 12805 
of withholding. Mim. 6259 

Withholding tax tables for payroll periods of 10 days and payroll 
periods of 28 days. 

TREASURY DEPARTMENT) 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE) 

washington M, D. C. , April 81, 19q~8. 

Collectors of Interna/ Revenue and Others Concerned: 
1. The withholding tables published herewith, covering payroll 

periods of 10 days and. 28 days, have been constructed on the basis 
of the Revenue Act of 1948. The percentage method of withholding 
and the regular tables covering weekly, biweekly, semimonthly, 
monthly, and daily or miscellaneous payroll periods are found in 
Circular WT — Revised 1948. 

2. Collectors may reproduce the 10-day and 28-day payroll period 
withholding tables for distribution to employers requesting them. 

A 
' 

d d 21 of Circular WT — Revised 1948, this will be As indicategd on page 
the only plan of. distribution of these tables. 

elative to the contents of this mimeograph 
l. should refer to its number and to the symbols ARC: Co . 

WM. T. SIIKRwoonq 
Acting Commissioner. 
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If the payroll period with respect to an empLoyee is a 10-day period— 

And the wages are— And the number of withholding exemptions claimed is— 

At least But less 
than 

0 1 4 5 6 7 8 9 

The amount of tax to be u ithheld shall be— 

10 cr 
more 

80 
$2 
$2 
$2 

$3 
$3 
f, 4 
$4 
f4 
f, 4 
$5 

$5 

$6 
f6 
$6 
$6 
$7 
$7 
$7 
$7 
$8 
$8 
$8 
$8 
$9 
$9 
$9 
$9 
$1 
$1 
$1 
$1 
$1 
$1 
$1 
$1 
$1 
$1 
$1 
$1 
$1 
$1 
$1 
$1 
$18 
$1 
$190 
$19 
$20 
$2 
$22 
$23 
$24 
$250 
$26 
$27 
$28 
$29 

0. 00 
2. 50 
5. 00 

Q. OU 

f32. 50 
5. 00 
7. 50 
O. OU 

2. 50 
5. 00 
7. 5U 

0 Oo 
2. 50 
5. 00 
7. 50 
0. 00 
2. 5P 
5. 00 
7. 60 
0. 00 
2. 50 
5. 00 
7. 50 
O. OQ 

2. 50 
5. 00 
7. 50 
O. UO 

2. 50 
5. 00 
7. 50 
00. 00 
05. 00 
10. 00 
15. 00 
20. 00 
25. 00 
30. 00 
35. 00 
40. 00. 
45'00 
50. 00 
55. 00 
60. 00. 
65. 00 
70. 00 
75. 00 

Q. 00 
85. 00 

5. UO 

0. 00 
10. 00 
0. 00 
O. IN 
0. 00 
. 00 

0. 00 
0. 00 
0. 00 
0. 00 

$20. 00 
$22. 50 
$25. 00 
$27. 50 
$30. 00 
$32. 50 
$35. 00 
$37. 50 
$40. 00 
$42. 50 
$45. 00 
$47. 50 
$50. 00 
$52. 50 
$55. QQ 

$57. 50 
$60. 00 
$62. 50 
$65. 00 
$67. 50 
$70. 00 
$72. 50 
$75. 00 
$77. 50 
$80. 00 
$82 50 
$85. 00. 
$87. 50 
$90. 00 
$92. 50 
$95. 00 
$97. 50 
$100. 00 
$105. 00 
$110. 00 
$115. 00 
$120. 00 
$125. 00 
$130. 00 
$135. 00 
$140. 0O 
$145. 00 
$150. 00 
$155. 00 
$160. 00. 
$165. 00. 
$170. 00 
$175. 00 
$180. 00 
$185. 00 
$190. 00 
$195. 00 
$200. 00 
$210. 00 
$220. 00 
$230. 00 
$240. 00 
$2M. OQ 

$260. 00. 
$270. 00 
$280. 00 
$290. 00 
$300. 00 

$3. 00 

4. Oo 
4. 50 
4. 50 
5. 00 
5. 50 
6. 00 
6. 00 
6. 50 
'7. 00 
7. 50 
7. 50 
8. 00 
8. 50 
9. 00 
9. 00 
9. 50 

10. 00 
10. 50 
10. 50 
11. 00 
11. 50 
12. 00 
12. 00 
12. 50 
13. 00 
13. 50 
13. 50 
14. Oo 
14. 50 
15. 00 
16. 50 
16. 00 
17. 00 
17. 50 
18. 50 
19. 00 
20. 00 
20. 50 
21. 50 
22. 00 
23. 00 
23. 50 
24. 60 
25. IN 
26. 00 
26. 50 
27. 5D 
28. 00 
29. IN 
29 50 
30. 50 
32. 00 
33. 60 
35. Oo 
36. 50 
38. 00 
39. 50 
41. IN 
42. 50 
44 00 

fo 

l. 00 
1. 00 
1 M 
2. 00 
2. 60 
2. M 
8. 00 
3. 50 
4. 00 
4. 00 
4. 50 
5. Uo 
6. 50 
5. 50 
6. 00 
6. 50 
7. Qo 
7. 00 
7. 50 
8. 00 
B. 50 
B. 50 
9. 00 
9. 50 

10. 00 
10. 00 
10. 50 
11. 00 
11. 50 
11. 50 
12. 00 
12. 50 
13. 60 
14. 00 
15. 00 
15. 50 
16. 50 
17. 00 
18. 00 
1S. 50 
19. 50 
20. 00 
21. 00 
21. 50 
22. 60 
'23. 00 
24. 00 
24. 50 
25. 50 
26. 00 
27. 00 
28. 00 
29. 50 
31. 00 
32. M 
34. 00 
35. 5O 
37. 00 
38. M 
40. 00 
41. 60 

0 
0 
0 
0 
0 
0 
0 
. 50 
. 50 

1. 00 
1. M 
2. 00 
2. Op 
2. 50 
3. 00 
3. M 
3. 50 
4. 00 
4. 50 
5. 00 
5. 00 
5. 60 
6. 00 
6. 50 
6. 50 
7. 00 
7. 50 
8. 00 
S. 00 
S. 50 
9. 00 
9. 50 

10. 00 
10. M 
11. M 
12. 00 
13. 00 
13. 50 
14. 50 
15. 00 
16. 00 
16. 50 
17. 50 
18. 00 
19. 00 
19. 50 
20. 50 
21. 00 
22. 00 
22. 50 
23. 50 
24. Op 

25. 00 
26. 50 
28. 00 
29. 50 
31. 00 
32. 50 
34. 00 
35. 50 
37. 00 
38. 50 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 . 50 
1. 00 
l. 50 
I. 50 
2. 00 
2. 50 
3. 00 
3. 00 
3. 50 
4. 00 
4. 50 
4. M 
6. 00 
6. 50 
6. 00 
6. 00 
6. 50 
7. 00 
S. Oo 
S. 50 
9. 50 

10. 00 
11. 00 
11. 6P 
12. 60 
13. 00 
14. 00 
14. 50 
15. 50 
16. 00 
17. 00 
17. 50 
18. 50 
19. 00 
ZQ. OO 

20. 50 
21. 50 
22. 50 
24. 00 
25. 50 
27. 00 
2S. 50 
30. 00 
31. 60 
33. 00 
34. 50 
36. 00 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 50 

l. 00 
l. 00 
l. 60 
2. 00 
2. 50 
2. 50 
3. 00 
3. 50 
4. 00 
4. 50 
5. 00 
6. 00 
6. 50 
7. 50 
8. 00 
9. 00 
9. 5p 

10. 50 
11. 00 
12. 00 
12. 50 
13. 50 
14. Oo 
15. 00 
15. 5p 
16. 50 
17. 00 
18. 00 
18. 50 
19. 50 
21. 00 
22. 50 
24. pp 
25. M 
27. PO 
28. 50 
30 00 
31. 60 
33. Oo 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 . 50 
. 50 

1. 00 
1. 50 
2. 50 
3. 00 
4. 00 
4. 50 
5. 50 
6. 00 
7. 00 
7. 50 
8. 50 
9. 00 

10. 00 
10. 50 
11. 50 
12. 00 
13. 00 
13. 50 
14. 50 
15. 00 
16. 00 
17. 00 
18. 50 
20. 00 
21. 5p 
23. 00 
24. 50 
26. 00 
27. 50 
29. Op 
30. 50 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

l. 00 
2. 00 
2. 50 
3. 50 
4. 00 
6. 00 
5. 50 
6. 50 
7. 00 
8. 00 
8. 50 
9. 5p 

10. 00 
11. 00 
11. 50 
12. 50 
13. 00 
14. 50 
15. 50 
17. 00 
18. 5p 
20. 00 
21. 50 
23. 00 
24. M 
26. OD 

27. M 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 . 50 
l. 50 
2. 00 
3. 00 
3. 50 
4. 50 
5. 00 
6. 00 
6. M 
7. 50 
8. 00 
9. 00 
9. 50 

10. 50 
11. 50 
13. 00 
14. 50 
16. 00 
17. 5O 
19. 00 
20. 50 
22. 00 
23. 50 
25. 00 

fp 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
Q 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
l. 00 
1. Rl 
2. 50 
3. 00 
4. 00 
4. 50 
5. 60 
6. 00 
7. IN 
7. 50 
9. 00 

10. 60 
12. 00 
13. 50 
15. 00 
16. 50 
18. 00 
19. 50 
20. 60 
22. 00 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 60 

1. IN 
2. 00 
2. 50 
3. 50 
4. 00 
6. 00 
6. 00 
7. 50 
9. 00 

10. 50 
12. 00 
13. 50 
15. 00 
16. 50 
1S. QQ 

19. 60 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
9 
0 
0 
9 
0 
0 
0 
9 
0 
0 
0 
9 
0 
0 
0 
0 
0 
0 
9 
9 . Nl 

l, gl 

Z. lN 

3. R 
5. NI 

6. Nl 

B. 50 

9. NI 

1L Nl 

12. 15 

14. Nl 

PLR 
17, Nl 

f300. 00 and over 45. oo I 42. 00 I 39. 50 

16 per cent of the excess over $300 plus— 
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lf the paprott period with respect to an employee is a 88-day period 

And the wages sre— And the number of withholding exemptions claimed is— 

At least But less 
than 

0 1 2 3 4 10 or 
more 

The amount of tsx to be withheld shall be— 

$56. 00 
$63. 00 
$70. 00 
$77. 00 
$S4. 00 
$91. 00 
$98. 00 
$105. 00 
$112. 00 
$119. 00---- 
$1 26. 00 
$133. 00 
$140. 00 
$147. 00 
$154. 00 
$1 61. 00 
$168. 00 
$17AOO 
$182. 00 
$189. 00 
$196. 00 
$203. 00 
$210. 00 
$217. 00 
$224. 00 

$56. 00 
$63. 00 
$70. 00 
$77. 00 
$84. 00 
$91. 00 
$98. 00. 
$105. 00 
$112. 00 
$119. 00 
$126. 00 
$133. 00 
$140. 00 
$147. 00. 
$154. 00 
$161. 00 
$168. 00 
$175, 00 
$182. 00 
$189. 00 
$196. 00 
$203. 00 
$210. 00 
$217. 00 
$224. 00 
$231. 00 

$238. 00 
$245. 00. 
$252. 00 
$259. 00 
$266. 00 
$273. 00 
$280. 00 
$294. 00 
$308. 00 
$322. 00 
$336. 00 —- 
$350. 00 
$364. 00 
$378. 00 
$392. 00---- 
$406. 00 
$420. 00 
$434. 00 
$448. 00 
$462. 00 

$252. 00 
$2o9. 00 
$266. 00 
$273. 00 
$280. 00 
$294. 00 
$308. 00 
$322. 00 
$336. 00 
$350. 00 
$364. 00 
$378. 00 

92. 00 
$406. 00 
$420. 00 
$434. 00 
$448. 00 
$462. 00 
$476. 00 

$476. 00 $490. 00 

$504. 00 
$518. 00 
$532. 00 
$546. 00 
$560. 00 
$588. 00- 
$616. 00 
$644. 00 
$672. 00 
$700. 00 
$728. 00 
$756. 00 
$784. 00 
$812. 00 

$504. 00 
$51S. OO 

$532. 00 
$546. 00 
$560. 00 
$588. 00 
$616. 00 
$644. 00 
$672. 00 
$700. 00 
$728. 00 
$756. 00 
$784. 00 
$812. 00 
$840. 00 

$231. 00 $238. 00 

16% of 
wssoo 
$8. 40 
9. 80 

11. 20 
12. 60 
12. 60 
14. 00 
15. 40 
16. 80 
16. 80 
18. 20 
19. 60 
21. 00 
21. 00 
22. 40 
23. 80 
25. 20 
25. 20 
26. 60 
28. 00 
29. 40 
29. 40 
30. 80 
3o. 20 
33. 60 
33. 60 
35. 00 
36. 40 
37. 80 
37. 80 
39. 20 
40. 60 
42. 00 
43. 40 
44. 80 
47. 60 
49. 00 
51. 80 
53. 20 
56. 00 
57. 40 
60. 20 
61. 60 
64. 40 
65. 80 
68. 60 
70. 00 
72. 80 
74. 20 
77. 00 
78. 40 
81. 20 
82. 60 
85. 40 
S9. 60 
93. 80 
98. 00 

102. 20 
106. 40 
110. 60 
114. 80 
119. 00 
123. 20 

$0 
1. 40 
2. 80 
2. 80 
4. 20 
5. 60 
7. 00 
7. 00 
8. 40 
9. 80 

11. 20 
11. 20 
12 60 
14. 00 
15. 40 
15. 40 
16. 80 
18. 20 
19. 60 
19. 60 
21. 00 
22. 40 
23. 80 
23. 80 
25. 20 
26. 60 
28. 00 
28. 00 
29. 40 
30. 80 
32. 20 
32. 20 
32 60 
Bo. 00 
37. 80 
39. 20 
42. 00 
43. 40 
46. 20 
47. 60 
50. 40 
51, 80 
54. 60 
56. 00 
58. 80 
60. 20 
63. 00 
64. 40 
67. 20 
68. 60 
71. 40 
72. 80 
75. 60 
78. 40 
82. 60 
86. 80 
91. 00 
95. 20 
99. 40 

103. 60 
107. 80 
112. 00 
116. 3l 

$0 
0 
0 
0 
0 
0 
0 
0 
l. 40 
1. 40 
2. 80 
4. 20 
5. 60 
5. 60 
7. 00 
S. 40 
9. 80 
9. 80 

11. 20 
12. 60 
14. 00 
14. 00 
15. 40 
16. 80 
18. 20 
lk 20 
19. 60 
21. 00 
22. 40 
22. 40 
22 80 
25. 20 
26. 60 
28. 00 
29. 40 
32. 20 
33. 60 
3G. 40 
37. 80 
40. 60 
42. 00 
44. 80 
46. 20 
49. 00 
50. 40 
53. 20 
54. 60 
57. 40 
58. 80 
61. 60 
63. 00 
65. 80 
67. 20 
70. 00 
74, 20 
78. 40 
82. 60 
86. 80 
91. 00 
95. 20 
99. 40 

103. 60 
107. 80 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
1. 40 
2 80 
4. 20 
4. 20 
5. 60 
7. 00 
B. 40 
B. 40 
9. 80 

11. 20 
12. 60 
12. 60 
14. 00 
15. 40 
16. 80 
16. 80 
18. 20 
19. 60 
22. 40 
23. 80 
26. 60 
28. 00 
30. 80 
32. 20 
35. 00 
36. 40 
39. 20 
40. 60 
43. 40 
44. 80 
47. GO 

49. 00 
51. 80 
53. 20 
56. 00 
57. 40 
60. 20 
63. 00 
67. 20 
71. 40 
75. 60 
79. 80 
84. 00 
88. 20 
92. 40 
96. 60 

100. 80 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
1. 40 
2. 80 
2. 80 
4. 20 
6. 60 
7. 00 
7. 00 
S. 40 
9. 80 

11. 20 
12. 60 
14. 00 
16. 80 
18. 20 
21. 00 
22, 40 
25. 20 
26. 60 
29. 40 
30. 80 
33. 60 
35. 00 
37. 80 
39. 20 
42. 00 
43. 40 
46. 20 
47. 60 
50. 40 
51. 80 
54. 60 
58. 80 
63. 00 
67. 20 
71. 40 
75. 60 
79. 80 
84. 00 
88. 20 
92. 40 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
1. 40 
1. 40 
2. 80 
4. 20 
7. 00 
8. 40 

11. 20 
12. 60 
15. 40 
16. 80 
19. 60 
21. 00 
23. 80 
25. 20 
28. 00 
29. 40 
32. 20 
33. 60 
36. 40 
37. 80 
40. 60 
42. 00 
44. 80 
47. 60 
51. 80 
56. 00 
60. 20 
64. 40 
68. 60 
72. 80 
77. 00 
81. 20 
85. 40 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
l. 40 
2. 80 
5. 60 
7. 00 
9. 80 

11. 20 
14. 00 
15. 40 
18. 20 
19. 60 
22. 40 
23. 80 
26. 60 
28. 00 
30. 80 
32. 20 
35. 00 
3G. 40 
. 10. 60 
43. 40 
47. 60 
51. 80 
56. 00 
60. 20 
64. 40 
68. 60 
72 80 
77. 00 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
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0 
0 
0 
0 
0 
0 
0 
1. 40 
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5. 60 
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9. 80 

12. 60 
14. 00 
16. 80 
18. 20 
21. 00 
22. 40 
25. 20 
26. 60 
29. 40 
32. 20 
86. 40 
40. 60 
44. 80 
49. 00 
53. 20 
57. 40 
61. 60 
65. 80 
70. 00 
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0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
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0 
0 
0 
0 
0 
0 
2. 80 
4. 20 
7. 00 
8. 40 

11. 20 
12. 60 
15. 40 
16. 80 
19. 60 
21. 00 
25. 20 
29. 40 
33. 60 
37. 80 
42. 00 
46. 20 
50. 40 
54. 60 
57. 40 
61. 60 

$0 
0 
0 
0 
0 
0 
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0 
0 
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0 
0 
0 
0 
0 
0 
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0 
1. 40 
2. 80 
a 60 
7. 00 
9. 80 

11. 20 
14. 00 
16. 80 
21. 00 
25. 20 
29. 40 
33. 60 
37. 80 
42. 00 
46. 20 
50. 40 
54. 60 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
6 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
1. 40 
4. 20 
5. 60 
9. 80 

14. 00 
18. 20 
22. 40 
26. 60 
30. 80 
35. 00 
39. 20 
43. 40 
47. 60 

15 per cent of the excess over $840 pius— 

$840 snd over. 126. 00 117. 60 110. 60 102. 20 95, 20 86. 80 79. 80 71. 40 64. 40 57. 40 49. 00 
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CHAPTER 38 — MISCELLANEOUS PROVISIONS. 

SECTION 3804 — TIME FOR PERFORMING CERTAIN 
A. CTS POSTPONED BY REASON OF WAR. 

1948 — 7 — 1o776 
T. D. 5610 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER E, PART 472. — 
REGULATIONS UNDER SECTION 8804 OF THE INTERNAL REVNUE CODE. 

Treasury Decision 5279 [C. B. 1943, 952], relating to period of 
time disregarded under section 8804 of the Internal Revenue Code in 
determining whether certain acts are timely performed, amended to 
conform to sections 8, 18, and 14 of the Act approved August 8, 1947 
(Public Law 884, Eightieth Congress ] C. B. 1947 — 2, 848] ). 

TREASURY DEPARTMENT) 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE) 

W'ashengton 88, D. C. 
To Collectors of Interno/ Revenue cond Others Concerned: 

On December 5, 1947, notice of proposed rule making, regarding 
amendments to the regulations relating to the postponement by reason 
of the war of the time for performing certain acts, made necessary 
by certain provisions of the Act approved August 8, 1947 (Public 
Law 384, Eightieth Congress t C. B. 1947 — 2, 848]), was published in 
the Federal Register (19 F. R. , 8172). After consideration of all such 
relevant matter as was presented by interested persons regarding the 
proposal, the amendments set forth below are hereby adopted. The 
amendments are made in order to conform Treasury Decision 5979, 
approved July 10, 1948 [C. B. 1943, 959] [26 CFR, Part 472], relating 
to the period of time disregarded under section 3804 of the Internal 
Revenue Code in determining whether certain acts are timely per- 
formed, to sections 6, 13, and 14 of the A. ct approved August 8, 1947 
(Pub]ic Law 884, Eightieth Congress). Such Treasury decision is 
amended as follows: 

I'ARAGRAPII 1. Immediately following the provisions of law under 
the caption "SEC. 507. TIME FGR PERFQRMING CERTAIN AOTs POST- 
PONED BY REASON OF WAR. (REVENUE AOT OF 1942. ) 

" preceding 
section 472. 0 [B6 CFR, 472. 0], the following is inserted: 

SECTIONS 18 AND 14 OF THE ACT APPROVED AUGUST 8, 1947 
(PUBLIC LAW 884, EIGHTIETH CONGRESS). 

SEC. 18. TIME FOR PERFORMING CERTAIN ACTS POSTPONED 
BY REASON OF WAR. 

Section 8804(c) of the Internal Revenue Code is hereby amended to 
read as follows: 

"(c) LIMPRATIoN oN TIME To Bz DIsREGARDED. — The period of time 
disregarded under this section shall not extend beyond the date specified 
in clause (1) or clause (2) of this subsection, whichever is the earlier: "(1) December 81, 1947, or such date later than December 81, 

1947, as the Commissioner may fix in any case in which he makes a 
determination under subsection (b) if such determination is made 
after the date this subsection as amended takes effect and is based 
on the existence prior to January 1, 1948, of one or more of the cir- 
cumstances specified in paragraph (1), (2), or (8) of subsection 
(b); or 
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"(2) in the case of an individual with respect to whom a period of time is disregarded uuder this section, the fifteeuth day of the third month follovving the month in which an executor, administra- tor, or a conservator of the estate of such individual qualifies. " 
SEC. 14. CHINA TRADE ACT CORPORATIONS. 

Section 8805 of the Internal Revenue Code is hereby amended by strik- 
ing out ' the fifteenth day of the sixth month following the month in 
which the present war with Germany, Italy, and Japan is terminated, as proclaimed by the President" and inserting in lieu thereof: "Decem- 
ber 81, 1947. " 

PAR. 2. Immediately preceding the caption" SCLDIERs AND SAILQRs' 
CIVIL RELIEF ACT OF 1940i As AAIENDED BY SECTION 19 OF PUBLIC LAW 
554 (SEVENTY-st&NTII CCNORzss), AFFROYED MAY 14, 1942, AND SEc- 
TIoN 18 OF TUE SOLDIERS' AND SAILORS' CIVIL RELIFF ACT AIiIEND- 
MENTS oF 1942, " which precedes section 472. 0 [26 CFR, 472. 0], the 
following is inserted: 

ACT APPROVED JULY 1, 1944 (58 STAT. , 679). 
That the Act * * * approved March 7, 1942 (56 Stat. 148) 

[Public Law 490, 77th Congress], * * * is amended by cha. nging 
subsection (a) (8) of section 1, thereof to read as follows: "(8) civilia. n 
oificers and employees of departments during such time as they may be 
assigned for duty or serving outside the continental limits of the United 
States or in Alaska, exclusive of part-time or intermittent employees or 
native labor casually hired on an hourly or per diem basis;" 

S t 
SEc. 7. That such Act is amended by adding at the end thereof a new 

section to read as follows: 
"Sac. 19. This Act may be cited as the 'Missing Persons Act'. " 

[The foregoing amendments made by the Act approved July 1, 1944, are 
effective as if they had been enacted as a part of Public Law 490, 77th 
Confess, approved March 7, 1942. ] 
SECTION 1 OF THE ACT APPROVED MAY 16, 1947 (PUBLIC LAW 

64, EIGHTIETH CONGRESS). 

That subsection (a) (8) of section 1 of Public Law 490 of the Seventy- 
seventh Congress approved March 7, 1942 (56 Stat. 148), as amended by 
Public Law 408 of the Seventy-eighth Congress approved July 1, 1944 
(58 Stat. 679), is hereby further amended to read as follows: 

"(8) civilian ofilcers and employees of departments and civilian 
otficers and employees of the United States Naval Government of 
Guam, during such time as they may be assigned for duty or serving 
outside the continental limits of the United States or in Alaska, ex- 
clusive of part-time or intermittent employees or native labor 
casually hired on an hourly or per diem basis; ". 

SECTION 6 OF THE ACT APPROVED AUGUST 8, 1947 (PUBLIC LAW 
884, EIGHTIETH CONGRESS). 

SEC. 6. TAX DEFERMENTS OF SERVICE PERSONNEL. 
Section 18(c) (2) of the Missing Persons Act (Public Law 490, Seventy- 

seventh Congress; 56 Stat. 146i) is hereby amended to read as follows: 
"(2) December 81, 1947; or". 

PAR. 3. Section 472. 1(c) [26 CFR, 472. 1(c)] is amended by strik- 
ino out the second sentence of the third paragraph and inserting in 
lieu thereof the following: 
Section 8804(c), as amended by section 18 oi the Act approved August 8, 1947 
(Public Law 884, Eightieth Congress), provides tliat the period of time dis- 
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regarded under section 8804 in respect of any tax liability shall in no event ex- 
tend beyond the date specified in clause (1) or (2), below, whichever is the 
earlier: 

(1) December 81, 1947, or such date later than December 81, 1947, as the 
Commissioner of Internal Revenue may fix in any case in which he mages 
a determination under section 8804(b), if such determination is made after 
August 8, 1947, and is based on the existence prior to January 1, 1948, of one 
or more of the circumstances sPecified in ParagraPh (1), (2), or (8) of 
section 8804(b); or 

(2) in the case of an individual with respect to whom a period of time 
is disregarded under section 8804, the 15th day of the third month follow- 
ing the month in which an executor, administrator, or a conservator pf 
the estate of such individual qualities. 

PAIt. 4. Section 472. Ã1(b) [26 CFR, 472. 101(b)] is amended by 
inserting after "the Women's Army Auxiliary Corps, " the following: 
"the Women's Army Corps, ". 

PAlt. 5. Section 4'F2. 202, as amended by Treasury Decision 5456, 
approved June 9, 1945 [C. B. 1945, 333] [26 CFR, 472. 202], is further 
amended as follows: 

(A) By striking out that portion of the first sentence of para- 
graph (5) which precedes clause (1) and inserting in lieu thereof the 
f ollowing: 
The due date for any income tax return and for any payment (including any 
installment payment) of income tax is, subject to the limitations prescribed in 
paragraph (o), below, postponed in the ease of any individual in the military 
or naval forces of the Unitexl States serving on sea duty or outside the continental 
United States after December 6, 1941, and prior to January 1, 1948, in case— 

(B) By inserting after "become due" in clause (1) of paragraph 
(6) the following: "(such day being after December 6, 1941, and 
prior to January 1, 1948) . " 

(C) By inserting after "December 31, 1944" in clause (3) of para- 
graph (5) a comma and the following: "and such ninety-first day 
occurs prior to January 1, 1948. " 

(D) By inserting after "sea duty" in clause (4) of paragraph 
(5) the following: "after December 6, 1941, and prior to January 
1, 1948. " 

(E) By striking out clause (2) of paragraph (c) and inserting in 
lied thereof the following: 

(2) June 15, 1948; or 

PAn. 6. Section 472. 203, as amended by Treasury Decision 5456 
[26 CFR, 472. 203], is further amended as follows: 

(A) By inserting after "December 6, 1941, " in paragraph (5) 
the following:" and prior to January 1, 1948. " 

(B)' By striking out clause (2) of paragraph (c) and inserting 
in lieu thereof the following: 

(2) June 15, 1948; or 

PAR. 7. Section 472. 502 is amended by inserting after "December 
6, 1941, " in the first sentence thereof the following: "and prior to 
January 1, 1948, ". 

PAR. 8. Section 472. 503 is amended as follows: 
(A) By inserting after "Americas" in clause (1) of paragraph (c) the following ' prior to January 1 1948. " 
(B ( ) By striking out clause (2) of paragraph (a) and inserting in lieu thereof the following: 
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(2) ! ) the next 90 days after the period referred to in clause (1); or, if the last day of such 90-day period falls after December 80, 1947, the period beginning immediately after the period referred to in clause (1) and ending on the 15th day of the sixth month following the month in which the period referred to in clause (1) terminates. 

(C) By adding the following sentence at the end of paragraph (a): 
In the application of the preceding sentence, if the 15th day of the fourth month 
following the month in which the employee returns to the continental United States falls after December 80, 1947, the 15th day of the sixth month shall be substituted for the 15th day of the fourth month in such sentence. 

(D) By striking out "(subject to the limitations prescribed in 
section 8804(c) (see paragraph (c), below))" in clause (1) of para- 
graph (b). 

(F) By striking out ", if any, " in clause (2) of paragraph (b); 
and by striking out "section 8804(c) " in such clause and inserting 
in lieu thereof the following: "paragraph (c), below. " 

(F) By striking out "As provided in section 8804(c), the" in 
paragraph (c) and inserting in lieu thereof " The. " 

(G) By striking out clause (1) of paragraph (c) and inserting in 
lieu thereof the following: 

(1) June 15, 1948; or 

PAR. 9. Section 472. 803 [26 CFR, 472. 808] is amended by striking 
out the third sentence and inserting in lieu thereof the following: 
No period prior to December 7, 1941, shall be disregarded, nor, in case the Com- 
missioner's determination was made on or before August 8, 1947 (the date of 
the enactment of Public Law 884, Eightieth Congress), shall a period after 
December 81, 1947, be disregarded. Such period after December 81, 1947, as the 
Commissioner may fix shall be disregarded in any case in which the Commissioner 
makes a determination under this subpart after August 8, 1947, provided such 
determination is based on the existence prior to January 1, 1948, of one or more 
of the circumstances specified in clause (1), (2), or (8) of section 472. 802. 

PAR. 10. Section 472. 805 [26 CFR, 472. 805] is amended by striking 
out " the 15th day of the third month following the month in which the 
present war with Germany, Italy, and Japan is terminated, as pro- 
claimed by the President " and inserting in lieu thereof the following: " December 81, 1947. " 

PAR. 11. Section 472. 806 [26 CFR, 472. 806] is amended as follows: 
(A) By striking out in paragraph (a) " the 15th day of the sixth 

month following the month in which the present, war with Germany, 
Italy, and Japan is terminated, as proclaimed by the President" and 
inserting in lieu thereof the following: "December 81, 1947. " 

(B) By striking out in paragraph (b) "the 15th day of the third 
month following the month in which the present war with Germany, 
Italy, and Japan is terminated, as proclaimed by the President" and 
inserting in lieu thereof the fo]lowing: "December 31, 1947. " 

PAR. 12. Section 472. 908 [26 CFR, 472. 903] is amended by striking 
out the third sentence and inserting in lieu thereof the follovving: 

No period prior to December 7, 1941, shall be disregarded, nor, in case the Com- 
missioner's determination was made on or before August 8, 1947 (the date of the 
enactment of Public Law 884, Eightieth Congress), shall a period after December 
31, 1947, be disregarded. Such period after December 81, 1947, as the Commis- 
sioner may fix shall be disregs. rded in any case in which the Commissioner makes 
a determination under this subpart after August 8, 1947, provided such determina- 
tion is based on the existence prior to January 1, 1048, of one or more of the 
circumstances specified in clause (1), (2), or (8) of section 472. 902. In no event, 
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however, shall the Period disregarded extend beyond the 15th day of 
month following the month in which an executor, administrator, or a conservator 
of the estate of the individual qualifies as such. 

~ (This Treasury decision is issued under the authority contained in 
sections 8791, 8804, and 8805 of the Internal Revenue Code (58 Stat. , 
467~ 56 Stat i 961~ 968 I 26 U S, C i 1940 ed i 8791' 26 U S C 

~ 
1940 ed 

Sup. V, 8804, 8805) and sections 6, 18, and 14 of the Act approved 
August 8, 1947 (Public Law 884, Eightieth Congress). ) 

Because sections 6, 18, and 14 of the Act approved August 8, 1947 
(Public Law 884, Eightieth Congress), being the sections interpreted 
or applied by this Tres, sury decision, became efFective on that date, it 
is hereby found that it is impracticable and unnecessary to issue this 
Treasury decision subject to the efFective date limitation of section 
4(c) of the Administrative Procedure Act, approved June 11, 1946. 

GKO. J. SCHOKNKMAN, 
Commissioner of Internal Revenue. 

Approved March 15, 1948. 
E. H. FOLKT, Jr. , 

Acting secretary of th, e Treasury. 

(Filed with the Division of the Federal Register March 19, 1948, 8. 56 a. m. ) 

B. REVENUE ACT OF 1988. 

SUBTITLE B. — GENERAL PROVISIONS. 

PART II. — COMPUTATION OF NET INCOME. 

SECTION 22(a). — GROSS INCOME: GENERAL 
DEFINITION. 

ARTIcLK 22(a) — 1: What included in gross income. 

RLFVENUK ACT OF 19SS. 

Royalty payments under patent license contracts assigned to wife. 
(See Ct. D. 1698, page 7. ) 

SUBTITLE C. — SIJPPLEMENTAL PROVISIONS. 

SUPPLEMENT O. — OVERPAYMKNTS. 

SECTION 822. — PEI'UNDS AND CREDITS. 
ARTIcLK 822 — 7: Limitations upon the crediting 1948 — 2 — 12788 

and refunding of taxes paid. Ct. D. 1695 
INCOME TAX — INTERNAL RLVENUE CODLr — DECISION OF SUPREME COURT. 

1. CLAIM FoR REFUND — PERIDD OF LIMFIATION. 
All income tax refund claims, whatever the reasons giving rise to the claims, must be filed within three years from the time the return was filed or within two years from the time the tax was 
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paid, as provided in section 322(b) (1) of the Internal Revenue 
Code. The 4-year period prescribed by section 8813 of the Code 
is inapplicable to such claims. Since respondent filed its income 
tax refund claim more than three years after filing the return and 
more than two years after payment of the tax, its claim was out 
of time. That is true even though the claim arose out of an in- 
come tax alleged to have been "erroneously or illegally assessed 
or collected. " 
2. DEGIsION REvERsED. 

Decision of the United States Circuit Court of Appeals, Tenth 
Circuit (159 Fed. (2d), 816), affirming decision of the District 
Court, W. D. Oklahoma (66 Fed. Supp. , 2;&4), reversed, 

SUPREME CoIIRT 0F TIIE UNITED STaTEs. 

EI. C. Jones, Collector of Internal Revenue, fietitioner, v. The Liberty Class Co. 
On writ of certiorari to the United States Circuit Court of Appeals for the Tenth Circuit. 

[December 22, 1947. ] 
OPINION. 

Mr. Justice MIiRPHV delivered the opinion of the Court. 
Our concern here is with the period of limitations applicable to the filing of 

claims for refund of Federal income taxes. Must such claims be filed within two 
years after payment of the tax, as provided by section 822(b) (1) of the Internal 
Revenue Code, or within four years after payment of the tax, as provided by sec- 
tion 8813 of the Code' ? 

The corporate taxpayer, respondent herein, filed its income and excess profits 
tax return for 1988, a return which indicated a tax liability of $1, 198. 25. This 
sum, plus a small additional assessment, was paid in 1989. A revenue agent later 
investigated the taxpayer's liability again, resulting in an additional assessment 
f $6, 640. 81. Payment of this amount was made on March 8, 1941. Over three 

years later, on March 80, 1944, the taxpayer filed a claim for refund of $1, 058. 49. 
It was stated that the revenue agent erroneously had failed to allow certain 
credits for sums used by the taxpayer in 1988 to reduce its indebtedness. Reliance 
was placed by the taxpaver on the 4-vear limitation period specified in section 
8818. The Commissioner of Internal Revenue rejected this claim, pointing out 
that section 8818 specifically exempts from its application income, war profits, 
excess profits, estate and gift taxes. 

This suit was then brought by the taxpayer in the district court to recover 
the amount alleged by the refund claim to be due. That court held that section 
8813 was applicable and gave judgment for the taxpayer. (66 Fed. Supp. , 254. ) 
The Tenth Circuit Court of Appeals, one judge dissenting, affirmed the jud ment. 
(159 Fed. (2d), 816. ) The problem bein one of importance in the administration 
of the revenue laws, we granted certiorari, 

Section 822(b) (1) is to be found in Subtitle A of the Internal Revenue Code, 
a subtitle dealing with those ta~es over which The Tax Court has jurisdiction. 
Such jurisdiction includes income, excess profits, estate and gift taxes. More 
specifically, section 822(b) (1) appears under Chapter 1 of the Code, pertaining 
to income taxes. It is concerned with overpayments of income taxes arid provides 
quite simply that no refund shall be allowed unless a claim for refund "is filed by 
the taxpayer within three years from the tilue the return was filed by the taxpayer 
or within two years from the time the tax was pa. id. " ' 

Section 8818, on the other hand, is located under Subtitle B of the Code, a sub- 
title devoted to miscellaneous taxes. It is iu Chapter 28, which contains various 
provisions common to such taxes. And it is among those provisions dealing with 
the assessment, collection and refund of the taxes. It reads as follows: "All 
claims for the refunding or crediting of any internal revenue tax alleged to have 
been erroneously or illegally assessed or collected, or of any penalty alleged to 
have been collected without authority, or of any suin alleged to hare been exces- 
sive or in any manner wrongfully collected must, except as otherwise provided 

by law in the case of income, war profits, excess profits, estate, and gift taxes, be 

' The return in this case was filed in June, f939. Since the claim was filed on hlarch 30, 
1944 uo contention could be made that it was within tlic 3tyear period from the date the 
return was filed. 
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presented to the Commissioner within four years next after the payment of such 
tax, penalty, or sum. The amount of the refund (in the ease of taxes other than 
income, war profits, excess profits, estate, and gift taxes) shall not exceed the 
portion of the tax, penalty, or sum paid during the four years immediately pre- 
ceding the filing of the claim, or if no claim was filed, then during the four years 
immediately preceding the allowance of the refund. " 

The substance of section 8818 of the Code has long been a part of Federal 
statutory law. Its ancestry can be traced back to 1872, when section 8228 of the 
Revised Statutes was enacted. ' Section 8228 established a procedure for fiiing 
claims for refund of any internal revenue tax alleged to have been "erroneously 
or illegally a. ssessed or collected" and created a limitation period of two years 
from the time the cause of action accrued, later extended in 1921 to four years 
from the date of paymenr of the tax. ' But soon after the entry of the income tax 
into the Yederal scene in 1918, separate provision was made for the filing of 
claims for the refund of income taxes "paid in excess of those properly due. " 
Section 14(a) of the Revenue Act of 1916' was the first such provision and it 
made clear that section 8228 was inapylicable to claims of this nature. Sectipn 
252 of the Revenue Aet of 1918, ' followed by section 252 of the 1921 Act, ' con- 
tinued this scheme of separate treatment. These later provisions were written 
so as to include refund claims relating to war profits and excess profits taxes as 
well as those involving income taxes; and a limitation of five years from the 
date the return was due was placed on the filing of such claims. It was further 
specified that the procedure therein detailed was to be followed " notwithstanding 
the yrovisions" of section 8228. 

Section 252, as it appeared in the 1921 Act, was then changed in 1928 ' so as 
to permit claiins for refund. of income and profits taxes "paid in excess of that 
properly due" to be filed within two years after the tax was paid, in addition 
to the 5-year period after the due date of the return. This change was made 
"so that the taxpaver who has, by agreement with the Treasury, permitted 
the time for the fiual assessment of the taxes due from him to be made after 
the expiration of the 5-year period, will not be barred from making a claim for 
a refund when such assessment is made and the taxpayer alleges that the assess- 
ment is illegak" ' Amending section 252 rather than section 8228 of the Revised 
Statutes to accomplish this purpose was significant. It was an uneiiuivoeal indi- 
cation that section 252, in speaking of claims for refund of "excess" payments 
of iiicome and profits taxes, was designed by its framers to include not only 
those payments growing out of errors in the preparation of returns but also 
those payments resulting froin illegal or erroneous assessments. (See Graham 
v. duPont, 262 U. S. , 284, 258 [T. D. $486 (Ct. D. 88), C. B. II — 1, 226, 228 (1928) j. ) 

The Revenue Act of 1924' transferred the substance of the iormer section 252 
to a new section 281. A 4-vear period of liinitations from the date of the pay- 
ment of the tax was established, a period coinciding in length with that pre- 
scribed by section 8228. The reference to the type of payments involved was 
recast; in place of speaking of yayments "in excess of that properly due, " sec- 

s Section 3228 was in the nature of a revision of section 44 of the Act of tune 6, 1872 
(17 Stat. , 230, 257). ' Revenue Act of 1921, section 1316 (42 Stat. , 227, 314), 

4 39 Stat. , 756, 772. This provided that the claim for refund might be presented "not- 
withstanding the provisions of section 3228 of the Revised Statutes. " 

'40 Stat. , 1057, 1085. 
s 42 Stat. , 227, 263. 
& Act pf i(farch 4, 1923 (42 Stat. , 1504, 1505). In amending section 252, the Act of March 4, 1923, made mention of refunds of income taxes to withholding agents which might be made under the provisions of "section 3228 of the Revised Statutes. " This was an obvious reference to the practice of the Treasury Department, admitted to be of "very doubtful legality" (H. Rept. No. 142i, Sixty-seventh Congress, fourth session, page 2 [C. B. 1939 — 1 (part 2), 848, 850] ), of allowing a taxpayer who had permitted an additional assessmcnt after the 5[year period from the due date of the return (specified bv section 252 pf the 1921 Act) to file a claim for refund within four years after payment of the tax (pursuant to section 8228), even though the 5-year period had elapsed. The Treasury had instituted tliis practice to prevent inequities wllich might otheprwise ensue to such taxpayers, but it was without legislative sanction. It was to take care of the taxpayers whp had taken advantage of the Treasury practice that the reference in question in the Act of March 4, 1928, was made. As to claims pending on March 4, 1923, which were timely filed under section 3228, but not timely under section 252, refunds to withholding agents were necessarily to be made under section 3228. This provision was not re eated in subsequent legislation and it was not indicative of a legislative inmtent tp tax refund claims to be governed by section 3223 in the future. o pe mi income 
'Emphasis added. (H. Rept. No. 1424, Sixty-seventh Congress, fourth session, page 2; S, Rept. No. 1137, Sixty-seventh Congress, fourth session, page 2 [C. II. Iggg ~j~(p 

848, 850]. ) 
9 48 Stat. , 258. 301. 
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tion 281 used the simple term "overpayments. '~w And instead of stating in 
s s«o»SI that its provisions should apply "notwithstanding the provisions" 
of section 8223 of the Revised Statutes, section 8228 itself was amended" to 
Inake it applicable to all claims for the refunding or credit. ing of any internal 
revenue tax "except as provided in section 281 of the Revenue Act of 1924. " 
This placing of an exceptive clause in section 3228 was done "to remove the 
doubt which now exists as to whei. her or not the provisions of section 8228, 
Revised Statutes, apply in any event to income taxes. " ~ In other words, the 
statutory drafters intended to make certain that section 8228 was in no event 
to apply to income tax refund claims. Such claims were to be governed exclu- 
sively by section 281. 

The essence of section 281 of the 1924 Act has been carried through to the 
present section 822 of the Internal Revenue Codes» The only significant chan 'e 
in the interval, for our purposes, was a reduction in the period of limitations, 
as measured from the payment of the tax, from four years to three years and 
finally to two years. And section 3228 of the Revised Statutes, as amended to 
state that it applies "except as otherwise provided by law in the ease ot income, 
war profits, excess profii. s, estate, and gift taxes, " has become the current section 
8818 of the Code. 

With this background in mind, we find the pattern of lilnitation periods for 
tax refund claims to be clear. Section 8818 of the Code establishes a 4-year 
period for all internal revenue taxes, except as otherwise provided by law in 
the case of specified taxes. Among the latter is the income tax, as to which 
section 822(b) (1) makes provision "otherwise" by requiring that refund claims 
be presented within two years of payment or within three years from the filing 
of the return. Provisions are also made "otherwise" in the case of the estate 
tax (section 910 of the Code) and the gift tax (section 1027 of the Code). 

The argument is made, however, that section 822(b) (1) deals only with 
income tax "overpayments" and not with income taxes "erroneously or illegally 
assessed or collected. " Overpayments are said to refer solely to excess pay- 
ments resulting from errors by taxpayers in the preparation of their returns or 
in related activities, while erroneous or illegal assessments and collections are 
claimed to relate to various kinds of errors on the part of revenue agents. Since 
there is no provision "otherwise" for income tax refund claims involving the 
latter type of errors, the conclusion is reached that the 4-year limitation period 
of section 8818 remains applicable, We can not agree. 

In the absence of some contrary indication, we must assume that the framers 
of these statutory provisions intended to convey the ordinary meaning whi&h 
is attached to the language they used. (See Rose&tman, v. United States, 828 U. S, , 
608, 661 [Ct. D. 1628, C. B. 1945, 410, 411]. ) Hence we read the word "over- 
payment" in its usual sense, as meaning any payment in excess of that which is 
properly due. Such an excess payment may be traced to an error in mathematics 
or in judgment or in interpretation of facts or law. And the error may be com- 
mitted by the taxpayer or by the revenue agents. Whatever the reason, the 
payment of more than is rightfully due is what characterizes an overpayment. 

That this ordinary Ineaning is the one intended by the authors of section 
322(b) (1) is quite evident from the legislative history which we have detailed. 
The word "overpayment" first appeared in section 281 of the 1924 Revenue Act, 
one of the direct ancestors of section 322(b) (1). The word was there used as 
a substitute for the previous reference to payments "in excess of that properly 
due, " a ph& ase that is a perfect definition of an overpayment and that is not 
necessarily confined to overpayments occasioned by errors made by taxpayers. 
The immediate predecessor of section 281 had employed that phrase and had 
been enacted in 1928 with the expressed intention of including claims growing 
out of illegal assessments. There was not the slightest indication that the sub- 

"The Revenue Act of 1924 (43 Stat. 253, 296) also created a new section 272, dealing 
with "overpayments" of income tax installments. This spoke of overpayments in the 
sense of pavments of "more than the amount determined to be the correct amount of such 
installment. " This provision now exists as section 321 of the Internal Itevenue Code. 

r& 43 Stat. , 253, 342. "H. Rept. No. 179, Sixty-eighth Congress, first session, page 71 [C. B. 1939 — 1 (Part 2), 
241, 265]; S. Rept. No. 398, Sixty-eighth Congress, first session, page 44 (C. II. 1939 — 1 
(Part 2), 266, 296]. This quotation was taken verbatim by the congressional committees 
from the statement of A. W. Gre g of the Treasury Department, Statement of the Changes 
Made in the Revenue Act of 1921 by H. R. 6715 and the Reasons Therefor (Senate commit- 
tee print, Sixty-eighth Congress, first session, March 6, 1924, page 37). 

"See Revenue Act of 1926, section 284 (44 Stat. , 9, 66); Revenue Act of 1928, section 
322 (45 Stat. , 791, 861); Itevenue Act of 1932, section 322 (47 Stot. , 169, 242); Revenue 
Aet of 1934, section 322 (48 Stat. , 680, 750). 

796o90' — 48 — 8 
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stitution of the word "overpayment" was designed to narrow the scope of 
section 281. It apparently was a inere simplification in phraseology. But it 
does make clear the sense in which the word was first used in this context. 
generic character of the word was emphasized from the start. " And we see no 

basis for making it over into a word of art at this late date. 
The legislative history further reveals a consistent intention to make a separate 

and complete limitation provision for income tax refund claims, whatever might 

be the underlying basis of the claims. Section 822 and its predecessors were 
devised in order to provide such an exclusive scheme. Claims relating to the 
income tax have at all tiines been explicitly excluded from section 8818. This 
arrangement is but part of the general plan evident in the Internal Revenue Code 

of providing separate treatment for the income, profits, estate and gift taxes, as 
distinct from the miscellaneous taxes and the excise, import and temporary 
taxes. We would be doing unwarranted violence to this clear demarcation were 

we to read the word "overpayment" so as to place certain types of income tax 
refund claims within the scope of section 8818, a section that has always been 

divorced from the income tax portion of the revenue laws. 
It is pointed out, however, that va. rious lower Federal courts, beginning in 

1989, have reached a contrary result. " They have held that section 8818 rather 
than section 822(b) (1) governs refund claims for income taxes alleged to have 

been "erroneously or illegally assessed or collected. " Since Congress has sub- 

sequently convened from time to time and has amended section 822 in other 
respects without expressly disapproving this interpretation, the contention is 
advanced that legislative acquiescence in the interpretation must be assumed, 

But the doctrine of legislative acquiescence is at best only an auxiliarv tool for 
use in interpreting ambiguous statutory provisions. (See Helvering v. Reynolds, 
818 U. S. , 428, 482 [Ct. D. 1516, C. B. 1941 — 1, 871, 872]. ) Here the language and 

the purpose of Congress seem clear to us. The arrangement whereby all income 

tax refund claims are to be governed by what is now section 822(b) (1) was 
established in an unmistakable manner nearly a quarter of a century ago, an 
arrangement that has been continued through various reenactments and changes 
in the revenue laws. And that arrangement had been consistently recognized 
and follovred by the Treasury Department. " Under those circumstances, it 
would take more than legislative silence in the face of rather recent contrary 
decisions by lower Irederal courts to overcome the factors upon which we have 
placed reliance. (Cf. Electric Battery Co. v. S)timad"u, 807 U. S. , 5, 14; f)fissouri 
v. Ross, 299 U. S. , 72, 75; United States v. Elgin, J. if E. R. Co. , 298 U. S. , 492, 500. ) 
We do not expect Congress to make an afiirmative move every time a lower court 
indulges in an erroneous interpretation. Ini short, the original legislative 
language speaks louder than such judicial action. 

" Section 272 of the 1924 Act (uow section 821 of the Code) referred to " overpaymeuts" 
of income tax installments as payments of "more than the amount determined to be the 
correct amount of such installment. " (See note 10, supra. ) Such a definition admits of 
no distinction between errors by the taxpayer and errors by the revenue agents. » Reference should also be made to the second sentence of section 3313, providiug that 
the amount of refund may not exceed the amount of tax paid during the 4-year period. 
There is a parenthetical phrase in this sentence which specifically excludes income, war 
profits, excess profits, estate aud gift taxes. If the first sentence of section 8818, establish- 
ing the 4-year limitation period, applied to income tax refund claims arising out of illegal 
assessments, there would be no limit on the amount of refund bv reason of this second 
sentence. Such a result is without support iu the purpose or history of the provisions 
dcaliug with these refund claims. 

» Hunticy v. Southern Oregon SaLes (102 Fed. (2d), 588) was the first case so holding. 
Subsequent deciaious of the same tenor have relied in large part upon the Huntlcy case. 
(Oiscn v. United States, 32 Fed. Supp. , 276; United States v. Lcdcrcr Tcrminai W. Co. , 139 
Fed. (2d), 679); In «c Tindic'e Lctatc, 59 Fed. Supp. , 667; atfirmed per curiam sub aom. 
Pennsylvania Co. for Insuranccs on Lives v. United States, 1ii2 Fed. (2d), 757; Godfrey v. 
United States, 61 Fed. Supp. , 240; Noble v. Ifavanagfb 66 Fed. Supp. , 258, atfirmed per 
curiam, 160 Fed. (2d), 104; Sbarbaro v. United States, 78 Fed. Supp. , 218. ) See also 
Fawcett V. United States (70 Ii'ed. Supp. , 742). Compare Centra/ Hanover Bank it Trust 
Co. v. United States (67 Fed. Supp. , 920). In many cases, however, the applicability of 
section 822(b) (1) to claims of the type here involved was assumed without question aud 
without an explicit holding on the point. See, for example, United States v. Garbutt Oil 
Co. (302 U. S. , 528 [Ct. D. 1801, C. B. 1938 — 1, 870]). 

&& See I. T. 1447 (C. B. I — 2, 220 (1922)); T. D. 8457 (C. B. II — I, 177 (1928)) aud 
T. D. 8462, amending Regulatioua 62 (C. B. II — 1, 180 (1923)); S M. 1712 (C. B. III-1, 
845 (1924)); S. M. 2298 (C. B. III — 2, 810 (1924)); G. C. M. 3152 (C. B. VII — 1, 153 (1928)); G. C. M. 18759 (C. B, XIII — 2, 102 (1984)); Mim, 4814 (C. B. 1988 — 2, 96); I. T. 8488 (C. B. 1941-1, 397). 

The present Treasury viewpoint is codified in Treasury Regulations 111, promulgated 
under the Internal Revenue Code, section 29. 322 — 8 aud section 29. 822 — 7. See also 
Treasury Regulations 103, promulgated under the Code, section 19. 322 — 8 and section 19. 822 — 7, as amended by T. D. 5256 (Z. B. 1943, 550); and Treasury Regulations 101, 
promulgated under the Revenue Act of 1938, articles 822 — 8 aud 322 — 7. 
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We accordrngly conclude that all income tax refund cia&ms, whatever the reasons giving rise to the claims, must be filed within three years from the time the return was filed or within two years from the time the tax was paid, as 
provided in section 322(b) (1). The 4-year period prescribed by section 3313 is 
inapplicable to such claims. Since respondent filed its incorue tax refund claim 
more than three years after filing the return and more than two years after 
payment of the tax, its claim was out of time. That is true even though the 
claim arose out of an income tax alleged to have been "erroneously or illegally 
assessed or collected. " 

Reversed. 
Mr. Justice Dover xs dIssents. 
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INCOME TAX RULINGS. — PART II. 
REVENUE ACTS OF 1937 AND 1936, 

SUBTITLE B. — GENERAL PROVISIONS. 

PART II. — COMPUTATION OF NET INCOME. 

SECTION 9o (a) . — GROSS INCOME: GENERAL 
DEFINITION. 

ARTzcr. z 22(a) — 1: What included in gross income. 

REVENUE ACT OF 1986. 

Royalty payments under patent license contracts assigned to wife, 
( See Ct. D. 1608, page 7. ) 
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INCOME TAX RULINGS. — PART III. 
REVENUE ACTS OF 1935 AND 1934 OR PRIOR ACTS. 

SUBTITLE B. — GENERAL PROVISIONS. 
PART V. — RETURNS AND PAYMENT OF TAX. 

SECTION 51. — INDIVIDUAL RETURNS. 

ARTICLE 51 — 1: Individual returns, 
REVENUE ACT OF 192S. 

Profits from California community property invested in a, partner- 
ship in which both spouses are members. G. C. M. 9825 (C. B. X — 2, 
146 (1931) ) modified. (See G. C. M. 25642, page 5'7. ) 

SUBTITLE C. — SUPPLEMENTAL PROVISIONS. 
SUPPLEMENT O. — OVKRPAYMKNTS. 

SECTIO'-4[ 822. — REFU14|DS AND CREDITS. 

ARTICLE 822 — 7: Limitations upon the crediting 
and refunding of taxes paid. 

1948 — 2-12784 
Ct. D 1696 

INCOME TAX INTERNAL REVENUE CODE — DECISION OF SUPREME COURT. 

1. CL4IM FoR REFUND — PERIDD OF LIMITATION. 

The 2-year period of limitation provided by section 822(b) (1) of 
the Internal Revenue Code, rather than the 4-year period prescribed 
by section 3818 of the Code, governs income tax refund claims. The 
overpayruent which brings section 822(b) (1) into operation occurs 
whenever the taxpayer has paid an amount over and above his true 
liability. Hence, assuming that the deficiency assessment and col- 
lection in this case were without legal authority, the taxpayer's 
payment of that illegal assessment was an overpayment within the 
meaning of section 322(b) (1), and he had two years from the date 
of that payment within which to file a claim for refund. Since he 
did not file his claim until three and a half years after payment, 
the claim was out of time. 

2. DEclsloN REVERsm. 
Decision of the United States Circuit Court of Appeals, Sixth 

Circuit (160 Fed. (2d), 104), affirming, per curiam, decision of the 
District Court, E. D. Mich. , S. D. (66 Fed. Supp. , 258), reversed. 

SUPICEME CDUFT oF TIIE UNITED STATEs. 

Giles Eauanagrh, , Collector of Infernal Iferenne, petitioner, v. J. If, Noble. 

On writ of certiorari to the United States Circuit Court of Appeals for the Sixth Circuit. 

[December 22, 1047. ] 
OPINION. 

Mr. Justice MURPIIY delivered the opinion of the Court. 

This case is a companion to Jones v. Liberty Glass Co. , ante [Ct, D. 1605, page 

102, this Bulletin]. 
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The stipulated facts show that on March 16, 1986, the respondent taxpayer 
filed with the collector of internal revenue a joint individual income tax return 
for himself and his wife for the calendar year 1985. This disclosed a tax 
liability of' $8, 017. 01, which was duly paid. In the return the losses and gains 
from sales of capital assets by the taxpayer and his wife were reported together 
the losses of the wife being deducted from the gains of the husband, resuiting 
in a net loss in excess of $2, 000. This amount (the allowable limit of loss) was 
deducted on the return. 

On June 7, 1087, the taxpayer was advised at a conference with revenue agents 
that there was additional income tax due for the year 1985, aggregating $421. 80 
The taxPaver's check, which was tendered for that amount, was later returned to 
him. Then by a letter dated June 11, 1987, a revenue agent notified the taxpayer 
that instead of a deficiency of $421. 80 on the 1M5 income tax return there ivas a 
deficiency of $19, 978. 98 and the taxpayer was furnished a computation showing 
the basis for such determination. The agent relied upon article 117 — 5, Regul;i 
tions 86, later declared void by this Court in Helvering v. Janey (811 U. S. , j89 
[Ct. D. 1479, C. B. 1940 — 2, 220]). After protest and further conference the 
taxpayer gave the agent a check for $21, 527, 70, covering the then proposed defici 
ency assessment of $19, 978. 08, plus interest of $1, 558. 77, This check was remit- 
ted to the United States Treasury, after having been received by the collector on 
July 21, 1987. 

On, luly. 14, 1MT, the taxpayer and his wife executed an agreement waiving cer- 
tain statutory restrictions in their favor and consenting to the immediate assess- 
ment and collection against them of 1985 income tax in the principal sum of 
$19, 078. 08, plus deficiency interest of tl1, 558. 77, which the Commissioner thereafter 
assessed. The agreement specified in a footnote that it was not a final closing 
agreement under section 606 of the Revenue Act of 1928 and that it did not there- 
fore preclude the assertion of a further deficiency if one should be determined, 
nor did it extend the statutory period of limitation for refund assessment or col- 
lection of the tax. 

On January 28, 1941, the taxpayer and his wife filed a claim for refund of 
$21, 105. 90, plus interest, on the ground that there had been an illegal assessment 
and collection since the revenue agents had "refused to allow the losses of one 
spouse against the gains of the other spouse in the joint return of husband and 
wife. " Reference was made to section 8818 of the Internal Revenue Code, specify- 
ing a 4-year period of limitations. The Commissioner of Internal Revenue re- 
jected this claim in reliance upon section 822(b) (1) of the Revenue Act of 1084 
(the same as section 822(b) (1) of the Code), establishing a 2-year period of 
limitations; it was pointed out that section 8818 specifically excludes income taxes 
from those for which a claim may be filed within four years after payment. 

On July 12, 1941, the taxpayer filed his individual claim for refund of $21, 527. 70 
paid with respect to the year 1985. The claim was on the same grounds as the 
claim previously filed by the fiixpayer and his wife. This claim was returned 
with the request that the wife join in the execution of the claim; this request was 
refused and the claim was returned to the collector; once again the claim was 
returned to the taxpayer. 

The taxpayer then brouglit this suit against the collector to recover the amount 
alleged to be due in the refund claim. The district court held that the decision of 
the Sixth Circuit Court of Appeals in United Slates v. Lederer Terminal W. Go. 
(180 Fed. (2d), 679), controlled the ease and made it clear that the 4-year period 
of section 8818 was applicable. Suinmary judgment was therefore entered for 
the taxpayer. (66 Fed. Supp. , 258. ) The Sixth Circuit Court of Appeals aifirmed 
per curiam (160 Fed. (2d), 104), citing its previous decision in the Lederer 
Terminal case. 

For reasons which we have set forth in Jones v. Liberty glass Co. , ante 
[Ct. D. 1605, page 102, this Bulletin], the. decision can not stand. The 2-year 
period provided by section 822(b) (1), rather than the 4-year period of section 
8818, governs income tax refund claims. The overpayment which brin s section 822(b) (1) into operation occurs whenever the taxpayer has paid an amount over and above his true liability. Hence, if we assume that the deficiency assessment 
and collection in this case were without legal authority, the taxpayer's payment of that illegal assessment was an overpayment within the meaning of section 322(b) (1). And he had two years from the date of that payment within which to file a claim for refund. Since he did not file his claim until three and a half years after payment, the claim was out of time, 
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It may well be that the taxpayer's refund claim was prompted by ibis Court's 
decision in Heleering v. Jannett, supra, which set aside the Treasury regulation 
uPon which the deficiency assessment was based. That decision was rendered 
on Decembei' 0, 1040, and the taxpayer filed his first refund claim on January 28, 
1041. But assuming that the Janncy decision makes clear that the taxpayer here 
made an overpayment, the loss which he now suffers from an application of 
section 822(b) (1) is a loss which is inherent in the application of any period of 
limitations. Such periods are established to cut otI rights, justifiable or not, that 
might otherwise be asserted and tlicy must be strictly adhered to by the judiciary. 
(Rosenman v. Ueited States, 828 U. S. , 608, 661 iCt. D. 1628, C. B. 1045, 410, 
411]. ) Remedies for resulting inequities are to be provided by Con ress, not the 
coul'ts. 

Moreover, it is not our province to speculate as to why C&mgress established a 
shorter period of liinitations relative to the income tax than is the case of those 
taxes governed by section 8818. It is enough that section 822(b) (1) creates a 
2-year period applicable to all in& ome tax refund clair &s and that th«'lai. n in 
this case is of that type. 

Reversed. 
Mr. Justice Dora&~a &iissents. 





KMPLOYMKNT TAX RULINGS. 

INTERNAL REVENUE CODF. 

CHAPTER 9, SUBCHAPTER A. — FEDERAI INSURANCE CONTRIBUTIONS 
ACT. 

1948-2-1o785 
Mim, 6219 

SEcTIGN 1426: Definitions. 
REGULATIGNs 106) SEcTIGN 402. 908: Agricultural 

labor. 
(Also Subchapter C (Federal Unemployment Tax Act), 

Section 1607; Regulations 107, Section 408. 208. ) 
Status, for Federal employmeut tax purposes, of services per- 

forined in the commercial handling of fruits and vegetables. 

TREASURY DEPARTMENT) 
OFFIcE oF COMMissioNER oF INTERNAI, REVENUE, 

Washington 8o~) D. C. , December 81) 1g$1. 

To Collectors of Internal Revenue) Interna/ Bei)enue Agents in Charge, 
and' Others Con, cerned: 
1. It has been the position of the Bureau generally that services per- 

formed after December 81, 1989, in the employ of any person in the 
handling, drying, packing, packaging, processing, grading, storing, 
or delivering to storage or to market or to a carrier for transportation 
to market of fruits and vegetables constitute "agricultural labor" 
within the meaning of sections 1426(h) (4) and 1607(l) (4) of the 
Federal Insurance Contributions Act and the Federal Unemployment 
Tax Act, respectively. No distinction has been made as to the char- 
acter of the employer, such as a producer, a producers' cooperative 
organization or group or a commercial handler who obtains fruits and 
vegetables, by purchase or otherwise, from the producer thereof. 

CASE OF WATSON B. MILLER, FEDERAL SECURITY ADMINISTRATOR, APPELLANT, 
v. JAMES F. BURGER AND MAUDE L. BURGER, HUSBAND AND WIFE, AI'PELLEES 
(161 1&L&D, (2DL 992) 

2. In the above-captioned case, decided June 5, 1947, the Circuit 
Court of Appeals for the Ninth Circuit, held that services performed 
after 1989 for a packing plant in connection with processing fruit 
which the plant purchased from farmers do not constitute "agri- 
cultural labor " within the meaning of the Social Security Act. Such 
decision alarmed the decision of the District Court of the United 

States, Southern District of California, Northern Division, of May 

15, 1946, in James I&. Burger and 3faude L. Burger, IIusband and 

Wife, plaintiffs, v. Social Security Board, an Agency of the United 

States, Arthur J. 4/tmeyer) 6eor ge E. Bigge, and Ellen 8. Woodicard, 

(113) 
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3fembers of and Constituting Said Sooial Seouritij aboard 
ants. The factual situation ruled upon discloses that James F. Bur 
ger was employed both prior and subsequent to January 1, 1940, in the 
Fresno, Calif, , packing plant operated by Rosenberg Bros. @ Co. 
His principal duty was to empty boxes or sacks of dried apricots or 
peaches into the hoppers of grading and processing machines. The 
company does not own or operate any farms or orchards but buys 
sells, and processes dried fruit. While the company's largest busi 
ness is in raisins, it also handles apricots, pea, ches, nectarines, 6gs, 
and. prunes. Most sales are through brokers to wholesalers and job- 
bers, but numerous sales are made directly to the Government, and to 
various chain stores and bakeries. After an order is received at the 
packing plant, the dried fruit is processed, packed, and shipped to 
the buyer. Fruit is not processed ahead. of order, but is stored in the 
packing plant and in various receiving stations until sales orders call 
for processing and packaging. The company's function is to receive, 
grade, clean, wash, sulphur, fumigate, package, and sell dried fruit. 

8. The question presented was whether the services of James F. 
Burger were excepted from "employment" as "agricultural labor" 
within the meaning of section 909 (1) (4) of the Social Security Act, as 
amended. 

4. In its decision the court stated, in part, as follows: 
We agree with that court that under the admitted facts in this case, Rosen- 

berg Bros. plant was a "terminal market" for the farmer producers who sold 
and delivered their dried fruit to that concern; that it was "the market" of 
such farmer producers, or to state it in another way, "the growers' market" 
since this commercial plant was the place where the farmer producer of dried 
fruit customarily parted with all of his economic interest in the fruit, its future 
form or destiny. The facts make abundantly clear that it was only after the 
farmer producer sold and delivered the fruit to Rosenberg Bros. that Burger's 
services (described in the opinion of the district court) were performed for 
that commercial concern. In this state of the record we regard his services 
as being performed after all "agricultural labor" in connection with such dried 
fruit had ceased. Accordingly, the questioned 1940 payments for Burger's 
services should be treated as " wages " within the coverage of the Act. 

Speaking through Judge Stephens, this court made plain its views about some 
of the practical aspects of the problem we here confront. In North Whittier 
Heights Citrus Assn. v. National Labor Relations Board (109 'Fed. (2d), 76), 
we discussed the nature and functions of commercial packing houses and gave 
full recognition to the principle that the nature of the work modified by the 
custom of doing it determines whether the worker is or is not an agricultural 
laborer. We pointed out that "when the product of the soil leaves the farmer, as such, and enters a factory for processing and marketing it has entered upon the status of industry. * * * The packing house activity is much more than mere treatment of the fruit. When it reaches the packing house it is then 
in the practical control of a great selling organization which accounts to the individual farmer under the terms of the statute law and its own by-laws. " 
[Italics supplied. ] 

The emphasis is even greater in the case of wage earners employed in the Rosenberg plant since it was not (like the petitioner in the North Whittier case) a plant owned by an association of member fruit growers operating under corporate form. Rosenberg was a private business corporation organized under the laws of California to conduct a purely commercial operation in the business of buying from farmers and thereafter selling the purchased product for its private profit after processing it. All aspects of a "coopera- tive" venture are missing in the relations of the Rosenberg plant to its em- 
ployees nnd the farmer producers from whom it purchased the fpruit it processed in its plant. 
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5 In view of the opinion of the United States Circuit Court of 
Appeals for the Xinth Circuit in the Burger case, it appears neces- 
sary to adopt a new position with respect to services of the type 
in question. Accordingly, it will be the position of the Bureau 
generally that services performed on and after January 1, 1940, in 
the employ of a commercial handler in the handling, drying, pack- 
ing, packaging, processing, grading, storing, or delivering to stor- 
age or to market or to a carrier for transportation to market of 
dried fruits purchased by such handler from the producer thereof, 
do not constitute "agricultural labor" within the meaning of sec- 
tions 1426(h) (4) and 1607(l) (4) of the Federal Insurance Contri- 
butions A. ct and the Federal Unemployment Tax A. ct, respectively. 
The conclusion of the court coincides with the conclusion reached by 
the Bureau relative to the status of services performed in the han- 
dling, drying, packing, packaging, processing, grading, storing, or 
delivering to storage or to market or to a carrier for transportation 
to market of shied vegetables. Accordingly, this mimeograph does 
not modify or clrange such conclusion and the relief granted in para- 
graph 8 is not applicable with respect to these services. 

6. The ruling contained herein relative to the status of services 
performed in the handling, etc. , of dried fruits also is applicable 
to services performed in the employ of a commercial handler of 
fresh fruits and vegetables. Accordingly, it will be the position of. 
the Bureau generally that services performed on and after January 
1, 1940, in the employ of a commercial handler in the handling, 
packing, packaging, processing, grading, storing, or delivering to 
storage or to market or to a carrier for transportation to market 
of fresh fruits and vegetables purchased by such hancller from the 
producer thereof, do not constitute "agricultural labor" for Fed- 
eral employment tax purposes. 

7. No change is made in the Bureau's position relative to services 
performed in the employ of a farmer or of a farmers' cooperative 
organization or group in the handling, etc. , of fruits and vegetables 
produced by such fa, rmcr or members of such farmers' organization 
or group& or in the handling, etc. , of fruits and vegetables for the 
account of the producer thereof. 

8. Under the authority granted. in section 8791(b) of the Internal 
Revenue Code, the above ruling will be applied without, retroactive 
effect to the extent that an employer will not be required to file returns 
or pay taxes under the Federal Insurance Contributions A. ct or under 
section 1622 of the Internal Revenue Code with respect to wages paid 
to employees prior to October 1, 1947, or to file returns or pay the 
tax under the Federal Unemployment Tax A. ct with respect to wages 

paid to such employees prior to January 1, 1947. Any such taxes 

which have been paid by an employer, howevej. , will not be refunded. 

9, As a condition to the relief gra~nted in paragraph 8 above, it, is 

necessary for an employer to file with the collector of internal revenue 

for his district returns or supplemental returns on Form SS — 1a, or 

statements on Form SS — lc to correct wage information, reporting 

each employee's account number, name, and wages paid prior to 

October 1, 1947. The Forms SS — 1a or Form SS — lc must show the 

amount of such wages paid during each return period ended prior 

O b 1 1947 with respect to which taxes otherwise would be 

assessed. n emp o ployer is not required to prepare Forms SS — la or a 
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Form SS — lc, however, for any period with respect to wliich the statu 
tory period of limitation has expired. An employee who does not 
have an account number should flle an application therefor on Fortu 
SS — 5 with the field ofiice of the Social Security Administration nearest 
his place of employment. Copies of the necessary Forms SS-la or 
Form SS — 1c, and such further information as may be desired relative 
to the prepa~ration thereof, may be obtained upon request from the 
collector of internal revenue. 

10. Correspondence relating to this mimeograph should refer to its 
number and to the symbols KmT: RR. 

GEo. J. SCHOENEMAN) 
Cornrni ssi oner. 

Approved December 81, 1947. 
A. L. M. WIGGINS, 

Acting Secretary of the Treasury. 

1948 — 0-19764 
Mim. 6239 

6. The ruling contained herein relative to the status of services performed ia 
the handling, etc. , of dried fruits also is applicable to services performed in the 
employ of a commercial handler of fresh fruits and vegetables, except to such 
services as are performed in the handling, packing, packaging, grading, and 
preparing of such fruits and vegetables in their raw or natural stat~ prior to ths 
sale thereof, or delivery thereof. for shipment or sale, to a wholesaler or dealer 
therein. 

SEGTIQN 14O0: Definitions. 
REGULATICNs 100, SEcTIoN 402. 208: Agricultural 

labor. 
(Also Subchapter C (Federal Unemployment Tax Act), 

Section 1607; Regulations 107, Section 403. 208. ) 
Status, for Federal employment tax purposes, of services per- 

formed in the commercial handling of fresh fruits and vegetables. 
Mimeograph 6219 [page 116, this Bulletin] modified. 

TRKASURW DEPARTMENT, 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE) 

Washington 88, D. C. , 3farch 1, ZNP. 

Collectors of Interna/ Revenue and Others Concerned: 
1. In Mimeograph'0o19, dated December 81, 1947 [page 116, this 

Bulletin[, rulings were made concerning the status generally of serv- 
ices performed in the commercial handling of fruits and vegetables. 
Paragraph 6 of such mimeograph stated, in part, that services per- 
formed. on and after January 1, 1940, in the employ of a commercial 
handler in the handling, packing, packaging, processing, grading, 
storing, or delivering to storage or to market or to a carrier for trans- 
portation to market of fresh fruits and vegetables purchased by such 
handler from the producer thereof, do not constitute "agricultural 
labor" for Federal employment tax purposes. 

9. The Bureau has had occa, sion to give further consideration to the 
ruling made in paragrapli 0 of the aforementioned mimeograph, 
As the result thereof, it is now the opinion of the Bureau that such 
ruling is too broad in scope and that a limitation thereof is desirable. 
For this purpose paragraph 6 of Mimeograph 0219 is hereby modified 
to read as follows: 
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Correspondence relating to this mimeograph should refer to the 
number thereof and to the symbols EmT: RR. 

Gzo. J. SUHGENEMAN1 
Commissioner. 

CHAPTER 9, SUBCHAPTER C. — FEDERAL UNEMPLOYMENT TAX ACT. 

SEOTICN 1607: Definitions. 
REGULATIGNS 107, SEOTICN 403. 208: Agricultural labor. 

Commercial handling of fruits and vegetables. (See Mim. 6219, 
page 113. ) 

SEOTICN 1607: Definitions. 
REGULATICNs 107, SEcTIoN 403. 208: Agricultural labor. 

Commercial handling of fresh fruits and vegetables. (See Mim. 
6239, page 1 16. ) 

SECTION 8466 OF THE REVISED STATUTES 

1948-11-12815 
Ct. D. 1699 

FEDERAL TAXES — SOCIAL SECURITY ACT — REVISED STATUTES — DECISION OF 
SUPREME COURT. 

1. SocIAL SEOURITY TAxss — CAPITAL STocK Tax — PR10RITY oF CLAIM 
oF UNITED Rl'ATEs CVER STATE s CLAIII. 

The United States has full priority, by virtue of section 8466, Re- 
vised Statutes, for payment from an insolvent debtor's estate of 
capital stock taxes, Federal insurance contribution taxes under Title 
8 and unemployment compensation taxes under Title 9 of the Social 
Security Act, where the fund available for distribution is more than 
sufficient to pay in full either the Title 8 tax or the Title 9 tax, 
though inadequate to pay boih, as against a State's claim for un- 
employment compensation taxes imposed by its si. atute conforming 
to the Federal Act's requirements. The Title 9 priority is not 
limited to 10 per cent of the claim. 

2. DECISION AFFIRNIED. 

Decision of the United States Circuit Court of Appeals, First Cir- 
cuit (100 Fed. (2d), 614), afftirming in part and reversing in part 
decision of the District Court, District of Massachusetts (6O Fed. 
Supp. , 768), affirmed 

SUPREME COLRT CF TIIE UI ITED STATEs. 

Commonwealth of Massachusetts et al. , petitioners, v. The Vnited States 
of ™~~ca 

On writ of certiorari to the United States Circuit Court of Appeats for the First Circuit. 

[April 19, 1948. ] 
OPINION. 

Mr. Justice RUTLEOSE delivered the opinion of the Court. 

This case is for all practical purposes a renewal of the litigation recently 

here in Illinois v. UN(ted States, 828 U. S. , 8 [Ct. D. 1678, C. B. 1946-1, 280], and 

the companion case of Illinois v. Campbell, 829 U. S. , 862 [Ct. D. 1680, C. B. 
y947-1 Ilg], The former unanimously held that the United States has priority 

by virtue of Revised Statutes section 8466 (81 U. S. C. , section 191), for pay- 

ment rom an ins t from an insolvent debtor's estate of Federal insurance contribution taxes 
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under Title 8 and unemployment compensation taxes under Title 9 of the Social 
Security Act (49 Stat. , 620), as against a State's claim, for unemployment corn. 
pensation taxes imposed by its statute conforming to the Federal Act's require. 
ments. The Campbell case, which was reargued on other issues, rested on this 
ruling for disposition of the common issue concerning the effect oi' section 3466 

The facts are substantially identical with those in Illinois v. United, Sfufes, & 

except in trvo respects. One is that the fund available here for distribution is 
more than sufficient to pay either the Title 8 or the Title 9 taxes, though inade 
quate to pay both, while in Illinois v. United States the fund was not large 
enough to satisfy either tax in full, Here too the debtor's assignee has paid 
to the Commonwealth the full amount of its claim, ' while in Illinois cases the 
fund remained in the assignee's hands for distribution. 

The district court sustained the I'ederal priority for capital stock and Title 8 
taxes in full, and for 10 per cent of the Title 9 claim. It therefore deferred pay- 
ment of any part of the State's claim until those claims were fully paid. But the 
court held the United States not entitled to priority for the remaining 90 per 
cent of the Title 9 claim, on the ground that Title 9, section 902, ' gives the assignee "the alternative right" to pay that amount to an approved State unemployment 
. fund. Accordingly the judgment ordered Massachusetts to pay over to the 
United States, from the $808. 72 received from the assignee, sufficient funds to 
satist'y in full the Federal priorities sustained, and to retain the small balance re- 
maining after making those pavments to apply on its claim for 90 per cent of the 
Title 9 taxes. (65 Fed. Supp. , 768, ) This action was taken in the view that, while 
our previous decisions had sustained the Federal priority for the capital stock 
and Title 8 taxes, they had not determined the question for Title 9 claims. ' 

However, on appeal by both parties, the Circuit Court of Appeals held the United 
States entitled, under the Illinois rulings, to priority for the full amount of all 
its claims, including the Title 9 taxes. That court therefore affirmed the district 
court's judgment except in so far as it denied the Government's Title 9 claim, 
As to this it reversed the district court's ruling. (160 Fed. (2d), 614. ) 

Because of the obvious confusion concerning the effects of our prior decisions 
and the asserted difterences between this case and the Illinois eases, certiorari 
was granted. (832 U. S. , 754. ) 

I. 
Massachusetts seeks to retain the entire $806. 72 she has received, in priority to 

all the Icelleral claims. She agrees with the district court that section 902 gives 
the taxpayer an "optional right" of payment, but does not accept its allocation 
creating priorities for all Federal claims except 90 per cent of the Title 9 taxes. 
To susta. in this broad claim would require reversal of both of the Illinois decisions. 
In no other way, on the facts, could Massachusetts retain the whole amount she 
was paid. 

' Here, as in that case, the debtor made a commou-law assignment for the beuedt of cred- 
itors. The assignee here realized $1, 185. 11 from sale of the assets. The claim of the 
United States for Title 9 taxes amounted to $968. 08; for Title 8 taxes, $690. 05; aud for 
capital stock taxes, $21. The Commonwealth*s claim. was for $808. 72 in unemployment 
taxes. Within the time allowed, but for intervention of the insolvency, the assignee paid 
the State's claim in full aud then paid the remaining assets of $881. 89 to the collector. 
He applied this sum on account of t' he Title 8 taxes, thus leaving unpaid the Federal 
claims for capital stock aud Title 9 taxes as well as $858. 66 plus interest on the Title 8 
claim. ' Tire Commonwealth in elfect has undertaken to indemnify the assignee, by paying over 
to the United States the $808. 72, if the payment to the State should turn out to have been 
erroneously made. The United States has agreed that if it prevails the judgment shall 
be limited to $808. 72. ' The original section 902 (49 Stair, 689) provided that the taxpayer might credit against Title 9 taxes 90 per cent of his coutributions under an approved State program, Subsequent 
amendments did uot alter the conception of a basic 90 per cent credit. (See, e. g. , notes 
18, 15. ) The present "credit against tax" section is incorporated iu the Internal Revenue 
Code (26 U. S. C. , section 1601). 

& The district court thought that in Illinois v. United States, the Title 9 issue had 
become moot either belore or as of the time the case reached this Court, and that therefore 
we "l. ad uo occasion to consider the problem whether as to 90 per cent of the amount due for Title IX taxes the United States [by section 902] had uot given the taxpayer the 
option to make payment to Illinois instead of to the United States. " (65 Fed, Supp. , 768 765 ) The court thus regarded the Title 9 question as left open aud "nicely analyzers to be one uot of priority but of alternative obligation. " (Id. at 764. ) 5 Since the iusolvent's assets are not large enough to pay either the Title 8 or the Title 9 claim aud leave enough to pay the State claim in full. See note 1. In the brief hiassachusetts states the Federal question as being whether the assignee may "mal-e pavment of the State unemployment tax to the exclusion of the Federal Gov- ernment c)ahu for Title IX taxes or any other tares dne the Federal Government from the taxpaycr7" [Italics for emphasis. ] 
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Illinois as amict 
eases stand as d 

tx»fetes curiae tal-es a narrower position, conceding that the Illinois as decisive adjudications of priority for Title 8 taxes but disputing that effect for Title 9 claims. ' This position seeks an allocation paying the State's claim after the Title 8 and other Federal claims, including 10 per cent of the Title 9 taxes, but before or rather in "satisfaction" of the remaining 90 
per cent of them. ' 

Notwithstanding their substantial diffexences, the two States rest their respec- 
tive positions on the saxne basic argunxents, which upon examination turn out to 
be identical with those vigorously presented by Illinois in the earlier cases, except 
for wording and detail. Much is made of the fact that here the debtor's assignee 
has paid to the Comxnonwealth the full amount of its claim, while in IIHnot's v. 
Vnitetf States, the fund remained in the assignee's hands. Both States urge that 
section 902 gives the taxpayer, and here his assignee, the "optional right" of 
payment to the State. Moreover, with respect to the requirement of Revised 
Statutes section 8466 that "the debts due the United States shall be first 
satisfied, " it is said that pavment to the State with resulting credit to the 
Tjnited States for 90 per cexxt of the Title 9 claim "satisfies" the Government's 
debt as much as payment to it in cash. 

In the Illinois eases the foundation for the State's claim to be paid in preference 
to any of the Federal claims lay in the credit provision of. section 902, which is 
the identical provision for "optional payment. " There was no question what- 
ever that section 902 gave the taxpayer the "alternate right. " But the precise 
issue in both cases was whether that right had been cut oiX by Revised Statutes 
section 8466 when he becaroe insolvent. 

Obviously there could have been but little point or effect to our decisions if, 
despite them, the assignee could have turned around immediately and deprived 
the Government of the priorities established simply by exercising a right to mal-e 
the optional payment to the State. Nor xvould the decisions have been much 
more sensible or effective, had they purported to sustain the Federal priorities 
when the assignee has retained the fund, but to disallow them if he has paid 
the State before the Federal claims are filed. We made no such ineffective or 
capricious rulings. The decision u. as broadly that by intervention of the in- 
solvencv and the consequent bringing of Revised Statutes section 8466 ini. o play, 
the taxpayer's right to pay the State and take Federal credit had been cut 

8 

Our decisions went to the merits of that right and not merely to rule that 
the State was not a proper party to enforce its exercise. The taxes due the 
United States were held to be debts; and by virtue of section 8466 the debtor' s 
prior obligation attaching as of the date of his insolvency was to the Govern- 
ment, not to the State. It folloxved necessarily that the assignee could not 
"satisfy" it by paying the State and giving the Government "credit. " This 
was the verv question at issue and the one adjudicated. The "alternate right" 
contention and the one that "satisfied" in section 8466 means "credit" are only 
verbal redressings of the basic issue decided in the Illinois cases. 

This is as true of the argument's bearing on Illinois' narrower position as it 
is for Massachusetts' broader one. But Illinois, apparentlv with Massachusetts' 
suppoxt, brings forward to sustain the less sweeping attack the additional coxl- 

tention that the Illinois decisions did not adjudicate Title 9 priority, although 
purporting to do so. Moreover, the facts present this narrower issue of dis- 
tinguishing between Title 9 and other Federal claims in sharper factual focus 
than did the Illinois eases. For if the capital stock and Title 8 claims are first 
paid in full, as the district court required, a. small balance of the fund v;ill 

s lfiinois has appeared with leave, both bv brief and in oral argument. It neither expressly 
disclaims nor expressly supports Massachusetts' broad position for reversal, 

"On the facts, see note 1, after paving the capital stock claim, the Title 3 claim and 10 
per cent of the Title 9 claim, this would leave $827. 75 to apply on the State's claim; and 
hence require Massachusetts to pay over to the United States $475. 97 plus interest from 
the $303 72 she has received, in order to complete the paymeut in full of tbe Title 8 claim. 

Actually this represents the district court's specific allocation, not exactly that of either 
Massachusetts or Illinois. Each would apply a somewhat diferent method of allocation, 

' See part III. The Federal priority under section 8466 attaches from the time tlxe in- 

solvent debtor transfers or loses control over bis propertv, (Ilunois v. Campbelb 829 
U, S, , 362, 370; United. Stafes v. Waddill Co, 828 U. S. , 853, 35o — 358 [Ct. D. 1624, C. S. 
1945, 459]; United States v. OI;lahoma, 261 U. S. , 258, 260. ) 
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remain, to be applied either in part payment of the Federal Title 9 claim or 
in some form of allocation between it and Massachusetts' claim. This was not 
true of Illinois v. United States, or indeed of Illinois v. Campbell, in the posture 
in which that case was brought here. 

The principal argument is that the Title 9 taxes, though litigated in the Illinois 
courts, were not involved on the facts in the Illinois cases as they came to 
and were decided by this Court. Hence it is said we did not acquire jurisdiction 
over the Title 9 claims. The argument is correct concerning Illinois v. Campbell! 
But it is surprising as applied to Illinois v. United, States, in view of the State 
sripreme court's adverse decision on the Title 9 issue; Illinois' explicit applica. 
tion for certiorari on that issue and argument on the merits here to reverse it;" 
the necessity on the facts for the State to bring the question up and secure re. 
versal in order to establish its claim; and finally our opinion's clear and 
explicit terms, indeed emphasis, in deciding the Title 9 issue, together with the 
Title 8 oue, against Illinois. " 

The idea that the State court decided only the Title 8 issue completely mls. 
conceives its action, and serves only to confuse the judgment in that case with 
the one in Illinois v. Campbell. Indeed it seeks to infuse into the former ths 
latter's denial of Title 9 priority. Not only is this wholly incompatible wit)i 
Illinois' earlier position; it ignores the fact that the State court disposed of the 
Title 9 issue in both cases, but in opposite ways on entirel different facts and 
legal issues. 

In Illinois v. Campbell, the State court did not reach the basic question of the 
force of Revised Statutes section 3466 to create priority for Federal Title 9 claims; 
rather, it expressly avoided deciding that question. (891 Ill. , 29, 82. ) This was 
because the insolvent's assets were in the hands of a court-appointed receiver 
(id. , 81) and in that situation section 602 (b) of the Revenue Act of 1948 (58 Stat. , 
77)" expressly allowed the receiver to pay the State and take credit up to 90 
per cent of the Title 9 tax. The Illinois Supreme Court expressly so held, and on 
this ground alone denied the Federal Title 9 claim. (891 Ill. , 29, 84. ) The effect 
was to rule that section 602(b) cretited a legislative exception to section 3466, 

s The State supreme court's judgment had sustained the Federal priority for Title 8 
taxes, ordering them paid first and the small remaining balance of about $1oo to be paid 
to the State. This left the Title 9 taxes unpaid. The court denied priority for that elaira 
because it fell within the explicit exception of section 602(b) of the Revenue Act of 1943. 
(See text infra at notes 13, 14. ) The Government's failure to apply for certiorari as to 
the $150 eliminated the Title 9 issue from the case in this Court. 

"Illinois almost uniformly put the issues as involving Title 8 and Title 9 taxes india. 
crimiuately. Thus, in statiu« "The Questions Presented, " the petition for certiorari spolre 
of priority for "Social securitv excise taxes aud capital stock taxes, " necessarily eucom- 
passing Title 8 aud Title 9 levies. This rras repeatedly true of the State's brief. Further, 
the petition at one point said: "In hol&ling that the cia(or of t»e petitioner was su»orfduate 
to the claims of the United Statfs for capital stock tax and for tares arising under Titles 
VIII and IX of the Social Security Act, the Supreme Court of Illinois looked to form, uot 
substance, aud disregarded the character aud significance of petition«v's claim. " The Gov. 
ernment's briefs were equally positive in seeking disposition of the Title 9 claim. » The Federal claims asserted were as folio!vs: r'spiral srocr- taxes, 858. 73; Title 8 taxes, 
81, 065. 52; Title 9 taxes, $1, 284. 36; all plus interest from the dote due. The Illinois c)airs 
for State unemployment compensation coutributious was $721. 29. And the fund available 
to satisfy all these claims was 81, 010. 81. 

Since the assets were iusulficieut to pa. v in full either the Title 8 or the Title 9 claim, 
Illinois had to override both to establish her claim. Illinois recognized this both by her 
application for review and by the broad argument that the State claim was tantamount 
to a Federal tax aud the credit provisions of section 902 exempted it completely from the 
priority of Revised Statutes, section 3466 for all Federal taxes, trot simply one. r" -The opinion iu Illinois v. United States explicitly stated: "The claim of the United 
States is for Federal unemployment compensation taxes unrler Title 9 aud lcederal insur- 
ance contributions taxes under Title 8 of the Social Senrrlty Act (49 Stat. , 620). " (328 
U. S, 8, 9. ) The opinion throu bout treated Title 9 taxes on a parity with those under 
Title 8. We accepted fullv the State's view that the credit or "optional paymeut" prs vision of section 902 was designed to stimulate the creation of sound State systems. (828 U. S. , 8, 10. ) See Illinois v. Campbell (329 U, S. , 362, 367, u. 5). But we rejected the 
argument that the State claim was tanto. mount to a Federal one aud said: "But we can 
uot agree that Congress thereby intended in elfect to amend section 3466. by making its or(ority provisions inapplicable to State unemployment tax claims. " (328 U. S. , 8, 11, ) The ruling applied to both types of tax wiihout distinction. "This section was one r)f the relaxing amendments (see Part IV, to Title 9, section 902, of the Social Securitv Act). For Title 9 taxes due for the years 1939, 1940, 1941 aud 1942 it allowed credit up to 90 per cent, without regard to previous failure to pay as required, if the assets of the debtor had been, during the period specified, "in the custody or control of a receiver, trustee, or other fiduciary appointed by, or under the control of, a court of competent jurisdiction. " 

Section 602(a) of the 1943 Act (58 Stat. , 77) also created a similar relaxation of sectloa 902, for Title 9 taxes due for the years 1936, 1937 and 1938, with credit limited however to 81 per cent, when the State payments for tliose years were made after December 6, 1948 This section for»red the basis for a claim to credit in Illinois v. United States rejected by the Illinois court. (See note 15. ) 
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o payments by such receivers, within the limes and for the tax periods 
specified, up to 90 per cent of the Title 9 taxes. " 

Iiut section 002(b) did not apply in ILlinois v. United States, because the in- 
solvent's assets were held by a common-]aw assiguee not a court-appointed 
oQicial. " So holding (891 Ill, , at 87), the Illinois court went on to rule (hat the 
Federal claims for Title 8 and Title 9 taxes were debts within the mea. ning 
of section 8400 and were therefore entitled to priority over the State's claim. It 
not only rejected the argument that the credit provision of Title 9, section 902, 
ntade that claim "in realii. y a claim of the Nation * * s tantamount to a 
claim ot' the United Stai. es, "" but also carefully guarded the wording of the 
opinion's dispositive para raphs" airrl the directions given the trial court for 
entering the jud ments on remand so as to differeniiate the two cases and to 
frvoi(l any direction that the fund in Itiinots v. Uniterl States apply on only one 
of the Federal claims. " The judgment thus left the United States free to aPP)y 
it in partial satisfaction of either claim or both. 

This was also the effect of. our. own decision and judgment. It generally and 
without distinction between the Title 8 and Title 9 claims arljudicated priority 
for both. As in the Illinois court's decision, no restriction was placed upon 
allocation of the fuud, nor is any hint to be found in the opinion that such an 
allocationwas intended. Indeed we were not asked to maire one and to have 
rlone so would have disregarded the basic position ot both parties, each of which 
sought a full and favorable disposition of the controversy including decision upon 
all the issues presented. " 

It is true that, as in the Illinois Supreme Court, the decision and judgment could 
have been made on the tfarrower basis that the Title 8 claim was more tllan 
sufi' ient to exhaust the fund, and therefore to sustain the priority for that clailn 
alone xvould dispose of the case. But this xvould have been equally true of the 
Title 9 claim. Neither claitn was either more or less essential to decision than 
the other, indeed decision upon both was nec ssary to a judgment 1'avorable to 
Illinois. To have eliminated either would have required som indication of that 
purpose. Sirce none was given, it can not be said that the judgment res'ed on 
the one ground or cia. iin more than the other. 

)ryhile therefore the case is one which might have been decided on eitlicr of two 
independent grounds favorably to the Government, it is neither one in which that 
course was followed nor one which could have been determined the opposite way 
in that manner. Instead, as we were asked to do and rightly could do on the 
record and the issues, xve decided both issues, and the jud "ment rested as much 

'~ See also Part IV. The court, however, in giving directions for the decree to be entered 
by the t: ial court ordered the Federal Title 8 claim paid first in full "and auy balance 
remaining" to the State. (391 Ill. , at 46; see also id. , 42. ) Thus apparently it inad- 
vertently lost sight of the fact, earlier expressly noted, id. 34, 89, that section 602(b) 
allowerl the receiver to tsl-e credit only up to 90 per cent of tho Title 9 taxes. 

This oversight seemingly was responsible for thc court's failure to rrward prioritv to the 
United States for 10 per cent of its Title 9 claim, from tire small balance remaining after 
paying the Title 8 taxes. (Cf. note 9. ) Had this amount, some $128, also been awarded 
to the United St;rtes, roughly only $22 would have been left for the State. The opiuiou 
gave uo cousideratiou to this question, aud by the Goverurueut's failure io apply for cer- 
tiorari re ardiu it we were prevented from consider. iug it. 

"Au adrlitional reason was that the taxes against which credit was claimed were not 
taxes for the years to which section 602(b) expressly limited the credit it allowed. In- 
stead section 602(a) of the 1943 Act (see note 18) allowed conditional credit for. the tax 
years involved in Illinois v. Urrifed, States;rud the State sought to secure it. But the 
Illinois court held section 602(a) also inapplicable on the facts aud denied the 81 per cent 
credit because thc assets were in the hands of a common-law assignee, not in the custorly 
or control of a court-appointed receiver or other ofiicial as the section required for the 
crerlit to be available. (391 Ill. , at 37. ) 

r& 391 Ill. , at 39, 40; cf. 328 U. S. , at 11. The Illinois court held "the full amour t" 
of the payroll (Title 9) taxes to be "taxes due the Federal Government. " In the first 
instance, it said, this was true of "100 per cent of the taxes levied, " which "continues io 
be taxes due the Federal Government either until it is all paid to the Federal Govcrumeut, 
or 90 per ceut is paid to the State aud the balance to the Federal Government, " The 
provisions for credit, the opinion continued, "do not change the character of the taxes 
imposed They are still taxes drre the Federal Government and constitute a debt due to 
the United States within the purview of section 3466 of the Revised Statutes. " (Id. , 40, 41, ) 

"391 Ill. , 42, 46. 
&8 ibid The orrler for lodgment tn Iurnors v, Urrrtert States merely reversed the trral 

court's jurlgmeut aud remarrded the cause "with directions to enter a decree finding that 
the United States is entitled to priority of payment to the extent of the funds on deposit, 
aurl ordering distribution accordingly. " (391 Ill. , at 46. ) See note 14 for the dircctiorrs 
in the Campbell case. 

w See notes ] 0, 11. The cases were obviously test cases rlcsigued to settle the question ot 
prioritv generally, i. e. , not merely for one but for all Ver)eral taxes aud thris provirle a 
c~er'. tain bgasis for administration of the Social Security Act in both its insurance aud uu 
employment corupensatou. features. 

706090' — 48 9 
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upon the one determination as the other. In such a case the adjudication 
effective for both. (United States v. Title Ins. Co. , 266 U. S. , 472; Unio~ paeid 
Co. v. 3fason City Co. , 199 U. S. , 160; see Rieyttnond Co. v. United States, 275 
U. S, 831, 840. ) 

III. 
Finally, it is urged that in Ilnnois v. United States we had no occasion to 

consider and hence our opinion did not discuss whether in a case like this, where 
the fund is more than sufficient to pay all Federal claims except 100 per cent of 

the 'litle 9 claim, the balance remaining after paying those other claims must 

go first to pay the Federal Title 9 claim in full, or may be allocated between that 
claim and the State claim to pay 10 per cent of the Federal claim first and then 

to applv what remains on the State claim. " 
Closely related to this, though not involved on the facts in Illinois v. United 

States or here, " is the Government's apparent concession that if all the Federal 
claims are paid in full, including 100 per cent of the Title 9 claim, and any balance 
then remains in the fund, the insolvent taxpayer is nevertheless given the right 

by section 902 to pay that balance to the State and receive credit on his Federal 
Title 9 tax. In such a case, it is said, the Government would be overpaid on 

Title 9 taxes and obligated to refund the excess. Then the 4axpayer could apply 

the amount received in further payment of the State claim, with corresponding 
Federal credit, overpayment and refund, only to start the cycle again and repeat 
it until he had paid the State its claim in full and received the entire 90 per cent 
credit. " Hence in this situation, it is said, short-cut distribution might well be 

made to the State in the first place, to eliminate the cycle. 
The effect of the concession, if it is valid, goes far toward cutting the ground 

from beneath the Government's basic position. " That effect is heightened by the 

further surprising statement in its brief that in a case like this, not covered by 

the concession, compliance with the credit conditions of section 902 becomes 
impossible " not because section 3466 operates to exclude section 902 or to nullify 

it, but because the terms of section 902 itself deny it [credit] where no payment 
can bo made. " The statement would be understandable, if it had been that 
section 8466 and section 902 both work to deny the credit in this situation. But 
to say that section 8466 has no effect to cut off the right to credit either in the 

present situation or in the different hypothetical one stated is to take away the 
basic grounding of all Federal priority as against the State's claim. 

The concessions can not be accepted. In the first place, the effect of section 
8466 depends on the fact of insolvency, not on the degree of it as the first core 
cession seems to contemplate. And it is only by force ot section 8466 that the 

Government has any priority at all. Section 902 may work to deny credit, if its 
conditions for credii; are not fulfilled. But it does not give Federal priority 
over valid State claims. Moreover, both concessions are altogether inconsistent 
with the basic decisions in the Illinois cases and the grounds on which they 
rested. The matter requires brief restatement. It is one which goes funda- 
rnentally to the effect of Revised Statute section 8466, as distinguished from, 
though not unrelated to, section 902 of the Social Security Act. These of course 
are entirely distinct statutes, with different functions. 

Revised Statutes section 8466 gives priority explicitly for "debts due to the 
United States " and the priority given is in terms absolute, not conditional. Once 
attaching, it is final and conclusive. A. long line oi' decisions has held that tares 
due the Government are "debts" within the meaning of the section. " In the 

"Cf. the district court's view, note 4, supra; and note 7. Illinois and Massachusetts 
in fact urge di)ferent methods of allocation, each differing from tbe one applied by !he 
district court. From the funds available for Title 9 distribution, Massachusetts would pa! 
the State claim first and correspondingly reduce the Federal claim. Illinois would ma)cex 
pro rata distribution of 10 per cent of the available funds to the Federal Government aad 
90 per. cent to the State, while the district court would pay the Federal 10 per cent fit« 
and apply i. be balance remaining on the State claim. 

"Since the fund was not large enough in either case to pay all the Federal claims ia full 
"Hypothetical examples are stated in the district court's opioioa (65 Fed. Supp. , "!68) 

ancl ia !be briefs filed here. 
"possibly the concession was intended aa an argumentative alternative to other aas 

broader positions. In any event, we are not bound to accept it as either sound or conclcc 
sivc of the litigation. It is not, even in terms, a confession of error. 

These observations apply equally to the Government's further damaging statement s« 
forth in the sentence following the o' ne to which this footnote is appendecl. '4 The Federal priority bas been uniformly austainec) for tax claims. United States v 
Vgactctitt Co. , 828 U. S. , 858 (unemployment compensation taxes and a debt arising oot of 
a Fee)eral Housing Aclrainistration transaction); United States v. Tecsac, 814 U. S. , 480 
[Ct. D. 1584, C. B. 1942 — 1, 845) (gasoline taxes); Vew Yor!. v, Nactay, 288 U. S. . 29t 
[Ct. D. 685, C. B. XII-1, 156 (lcu88) l (income taxea aad a clans for expenses incurred ix 
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as«we applied this ruling to Title 8 and Title 9 taxes as against ihe 
Sta«s claim for "contributions. " Prior decisions also have held that the 
priority attaclies as of tbe time of the insolvency, " a ruling also applied in the 
Illinois cases. 

Rut if ere(lit can be taken after section 8466 attaches, i. e. , after insolvency, 
effective to set aside the Federal pi iority up to 90 per cent of tire Title 9 claim, 
the priority to that extent becomes conditional, not absolute. Its effectivenes 
then becomes contingent upon the happening of subsequent events, namely, the 
concurrence of tbe conditions of section 002 for paying the State and tal"ing the 
credit tcgether with the taxpayer's election to do this. In short, section 8406 
never conclusively attnclied and section 902 worl-s retroactively oii occurrence 
of those contingencies to upset the priority. 

A furthier effect might be to mal-e the st. . lute aplilicalile lie&yond the scope of 
the term "clebts due to the United States. " For if the taxpayer's subsequent 
election can clestroy the priority retroactively, not only the priority but tlie 
"debt" itself becomes contingent. A. nd it is at least doubtful on the stntute's 
rsording that obligations wholly contingent for ultimate maturity and obligation 
upon the happenirig of events after insolvency can be said to fall within' the 
reach oi "debts due" as of tlie tinie of insolveiicy. " 

Hoivever this may be, we know of no previous application of section 8166 
cieatin, sucli a conditional priority. " Nor do we see how one could be made 
corisistently with the section's terms or purposes. The only such consistent 
application svould seem to be one giving the Government the prior and indefeasible 
right to talce the fund available, up to the amount necessary to pay its claim 
as of the date the priority atiaclies, not as it may be affected by 1 !ter con- 
tingencies other than payment. In enacting section 8466 Con ress gave no 
indication whatever of intent to create defeasible priorities. 

The deteasance concecled possible by (lie Government, therefore, together ivith 
the further conceded ineffectiveness of section 8466 fthou h not of sec(ion 902] 
in circumstances like these to cluny the right to credit, destroys the fundaiuental 
cliaracter of the priority created by section 8466 and thereby removes tlie 
foundation from the Government's basic position, which is that section 8466 
applies as of the time of insolvency to create the priority it contemplates. 
Through these concessions the section is made, by virtue of the effect of section 
902, to create only a defeasible Ii'ederal priority as against claims for credit. 
This actually is but another way of making section 002 effective as ari exception 
to Revised Statutes section 8466, like section 602 (a) and (b) of tbe Revenue 
Act of 1948, noted above in Part II. 

This of course was Illinois' earlier position, rejected by this Court. If that 
position is now to be accepted, we do not see how section 3466 can be regarded 
as applyirg to Title 9 taxes or, indeed, how the effect of treating section 902 as 

the replacement of a buoy damaged by the insolvent); Spokane County v. United States, 
279 U. S. . 80 (iucome taxes and penalties); Price v. United Stair&, 269 U. S. , 492 (iuromi. 
taxes aucl customs duties); Stripe v. United States, 269 U. S. , 508 (iucome, excess profits, 
au!1 i'spital stock taxes). 

Judgments recovered by the United States also are delits entitled to priority. Uniiecl 
States v, Iinott, 298 U, S. , 544 (agsiust surety on estrcated bail bonds); Ifunter v. Unite!i 
States, 5 Pet. , 178 (against surety). 

Other debts for which the Government has been held to have priority under section 81 66 
are: United Slates v. Rernund, 880 U. S. , 589 (emergency loans made by Farm Credit 
Aclmiuistration); United States v. Emory, 814 U. S. , 428 (sum due on uote held under the 
National Housing Act); Bi a&nu&ell v. U. S, Fidelitg Co. , 269 U. S. , 488 (Indian funds de- 
posited in bank); Un~ted States v. Evational Surety Co. , 254 U. S. , 78 (losses ivheie cori- 
tractor defaulted); Barr&ce v. United States, 98 U. S. , 642 (misappropriated Army paymaster 
fuucbs); Le!cia v United States, 92 U. S. , 618 (fuuds helcl by Navy disbursing agents), ; 
U&ritcd States v. State Bank of &North Carolina, 6 pet. , 29 (hoods for customs cluties); 
United States v. Fisher, 2 Crauch, 858 (claim against endorser of protesied bill of exchange). 

"See note 8 supra. 
ii Ir has been held that the term " delits due to the Uuitecl States " should be construecl 

with some liberality. (See e. g. , Price v. United States, 269 U. S. , 492, 500; United States 
v, Emory, 814 U, S, , 428, 426. ) Aud there is apparently uo decision expressly ruliug the 
matters of contingency of the obligation or of the priority upon subsequent events not 
certain. (Cf, United States v. Marwenr 807 U. S. , 200. ) But the fact that the Problem has 
uot squarely arisen in the the long his(. ory of section 8466 and tlmt all of the decisions 
sustaining the priority were for debts clearly clue and owing, adds force to the clear infer- 
ences implicit in the statute's wording, viz, that. Congress not only created a conclusive 
prio!ity apttachiug as of the tiuie of insolvency but in doing so clrew t'lie line for its operation 
close to, if not at, the coiumouly accepted meaning of "debt" as distinguished from other 
forms of obligation. " Sce notes 24, 26. 

r»Again the distiuctiou between "payment" and "satisfaction" becomes pe! tiueut. To 
construe the term "satisfied" in section 8466 as bein«, fulfilled by taking subsequent credit, 
as the ~States urge, would be to qualify the word "d bts ' so as to mal. e it iuc!ude condi- 

tional obligations. 
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an exception can be limited to Title 9 taxes. For if section 902 works as an 
exception to section 8466, then Illinois was right in the first place, and the ex 
cepi. ion would seem to apply to all Federal taxes, not just the one. » 

Accordingly, the Government's concessions can not be accepted as consistent 
either with our prior decisions or with its own basic position in the Illinois 
cases and this one. That position, apart from the concessions, rests ultimately 
on section 8466 and its applicability to these claims. This necessarily denies 
thai. section 902 creates an exception to section 8466 or a qualijlcation incon 
sisteni, with its terms. The qualijications now conceded are not consistent 
with those terms, for they do not contemplate the tenuous, destructible sort 
of " priority " the concessions involve. 

Moreover, the fact that in Illinois v. United States we did not discuss expressly 
the 10 — 90 per cent distribution of Title 9 taxes now suggested does not meaii that 
our decision did not encompass that possibility, It extended generally to a]l 
cases where credit is sought after insolvency. It was Federal priority attaching 
as of the time of insolvency that we adjudicated, not something less. As wc 
have indicated, in making the adjudicaiion we neither were nor could have been 
ignorant of section 902's allowance of. the taxpayer's election. Our decision 
held that right cut off by the incidence of section 8466 at the time of insolvency 
Any other would have been wholly inconsistent with the ruling that section 8466 

applies as against the State's claim for "contributions" or the taxpayer's rigb( 
to make them after the incidence of his insolvency. 

We have taken pains to state the effect of our previous decisions, because of 
the confusion concerning them and the fact that two States have earnestly pre- 

sented the questions. Ordinarily this would end the ma. tter. But, again for 
those reasons, we turn briefly to the merits and to the question whether the 

Illinois decisions should now be reversed. 
Apart from the arguments already discussed, two stand out as reasons for 

the change sought. Both reiterate contentions rejected in the Illinois casca 
The primary one is that the objects of the legislation will be defeated unles8 

the change is made, namely, the encouragement ot' the State systems and cor. 

respondingly of taxpayers to make " contributions " to State 1'unds, thereby insnr. 

ing that the moneys so paid in will go out for unemployment benefits rather 
than into the Treasury as revenue. The second is a heightened emphasis oa 

the subsequent amendments to section 902 as showing Congress' intent to waive, . 

in progressively broadening scope though still only in specided situations, the 

original limitations ot section 902 upon securing credit. " 
From the second contention is drawn the conclusion that Congress, by its 

carefully, even meticulously drawn relaxations, meant credit to be given not 

only in the circumstances so carefully prescribed but also in other situation& 
not within those prescriptions. This couclusion when added to the first argu. 
ment amounts in sum to reiterating that the State exaction is "tantamount to a 

claim of the United States, " and that not to disregard the tax and credit struc- 

ture in v;bich Congress molded the Act would be to " observe the form and ignore 

the substance of the legislation. " 
We shall not repeat the answers made in Illinois v. U»ited States, except io 

say that "while the State and Federal Governments were to cooperate, the 

underlying philosophy of the Federal Act was to keep the State and Federal sys. 

iems separately administered. " (628 U. S. , 8, 11. ) To the considerations the« 
stated, however, we now add the following ones, not expressly mentioued in tbs 

earlier opinion, prefaced however with the observation that the grounding of 

each plea for reversal affords basis for conclusion against that action as wag 

as in its favor. 

» Con ress, of course, could provide for Federal priority as to a)l taxes except Tit)e I 
claims. Bnt, apart from the explicit exceptions created by section 602 (a) and (b) of &b& 

Revenue Act of 1948 with reference to funds of insolventa in the hands of court-appoiate&l 
o(G~iala (aee part II, notes 18, 18), Congress has not done so either by any wordin or in&ex& 

of Revised Statutes section 84GG, nor in our view by section 902 of the Social Secor«y S&( 
Ive do not think that it intended to make the State's claim subject to all other Pedersi 
taxes, but prior to all bnt 10 per cent of the Title 9 taxes. (See text, infra, Part IV. ) 
instance has been found where section 84GG has been applied to create such a select)« 
priority as among Federal claims qualifying as "debts" within the moaning of section 841)i "Of the several arne»dments, none is applicable to this case. The only ones re)ad«I 
express)y io inao(vents' estates are those noted in Part II (see notes 18, 15 and text, 81)~ 
app)yin ' to pay&nenta by court-appointed receivers, etc. 
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Th« the many relaxutions which Congress has made respecting the cond;- 
tions permitted for taking credit, by force of their very number and careful 
»mltation show that Congress was not offering a broadside exemption to be 
fipplied in situations, such as this case, other than those specifically defined. 
Rather the intention disclosed is to limit the credit to the precise situations 
specified for allowing it. That view accords with Congress' deliberate choice 
of the tax and conditional credit devices for. framing the Act's structure. These 
are well-known techniques, adopted apparently in this instance for constitu- 
tional as well as adiuinistrative reasons. ~ But those very motivations warn us 
to be wary of disregarding the form which Congress has chosen advisedly, 
in order to substitute a substance we can only be doubtful it may have intended. 

But it is said that if payment to the State is not allowed and the right to 
receive credit is cnt off, the money will not be paid out in unemployment benefits 
liut will go into the Treasury as general revenue; the States will be coinpelled 
to make pavments to the iiisolvent's employees; and thus the primary purposes 
of the Act will be defeated. There are several answers. 

One is that Congress has guaranteed the solvency of the State funds and, if 
need be, the revenues thus paid into the Treasury will be available for that 
purpose. " Moreover, but especially in view of this guaranty, it may be more 
likely that the funds, if paid into the Treasury rather than to the State, will 
be saved for application to the Act's purposes. For there is no assurance, if 
the State's prior right to theln is once established, that they will go for tlie 
payment of unemployment benefits. 

It must be remembered that we are dealing with an insolvent's assets. And 
the States have statutes by which such assets are distributed according to local 
priorities whenever section 9466 is not operative. Only a few of them place une&n- 
ployment benefits at the top. '" Depending therefore upon the number and the 
amounts of claims standing ahead of the unemployment benefit claims in the 
particular State would be the certainty or probability of' payment of the latter. 
In short, reversing our decisions and conceding the validity oi' the State's position, 
either as to Title 9 taxes alone or as to all Federal taxes, would give no definite 
and certain assurance that the funds thus acquired by the States wou)d go to 
satisfy the Act's purposes. " In many cases payment to the State wou)d be the 
means of diverting them to wholly extraneous objects. Espeoially would this be 
true when smaller employers within the Act's terms are involved, as they seem 
to be much more often than others. " In the absence of any explicit or imp!ied 

v& Thus, as has been noted, the provision for pavment and credit given by the Revenue Act 
of 1943, sections 602 (a) (3) and (b) (58 Stat. , 77), is limited to situations where an in- 
solvent's assets mere under the control of a court or ita appointed. oificial, not where they 
were in the hands of a common-law assignee. Congress quite obviously had the inso!vent 
taxpayer in mind. But even eo it excluded nonjudicial custodians of hia assets by ita 
failure to extend the relaxation to them. The omission can i&ot be taken to have been un- 
intentional. The necessary eKect in the one case was to create a legislative exception to 
section 3466, in the other to deny it by the withholding of the like privilege. So also «ith 
the other easing amendments. 

SzCf. Steward j)fact&inc Uo. v. Dav(s (301 U. S. , 548) [Ct. D. 1236, C. B. 1937 — 1, 444]. "It is precisely in matters ~here Congress has used the tax and credit technique that 
disregarding the t'orm chosen oifera the gravest dangers of perverting a statute's purposes. 
We think tliat possibility is equally as great here from ignoring Congress' expressed ii. ten&, 
both in limiting the right of c& edit to defined situations and in its faui&re expressly to oualiil 
the broad policy of section 3466, as would be the other one of reaching ita purpose by givin 
effect to its explicit limitaiions. 

"Sections 904 and 1201 of the Social Security Act (58 Stat. , 789; 50 I, . S, C. App. Suup. 
V, sections 1666 — 1667, as amended. , Public Lam No. 379, E'. ghti&ith Congress, first session, 
sections 4 — o). Section 904 established a Federal emplovment account in the United States 
Treasury, and appropriated the excess of Title 9 taxes over unemployment administrative 
expenses to such account. Section 1201 authorized loans from such account to the S»&t&a 
for unemployment insurance payments when a State's unemployment insurance fund be- 
comes dangerously low, repayment of such advances not being required unless the State 
fund regains stable condition. (See S. Rept. No. 477, L&'ighticth Congress, first session, 
9 — 10. ) 

g. , Maaa Ann Lama, c. 151A, section 17 (1942); Cal. Gen. Lama, Act 8780d, 
section 46 (1944); Ioiva Code, sectiou 96. 14(3) (1946); Okla. Stat. , iit. 40, section 224(c) 
(1941). 

&« Un)raz in thie case we should undertake to say, as me have not been asked or authorized 
to d&i, that by implied force of section 902, State priorities are relegated to a position 
inferior to the taxpayer's right to pay the State and take Federal credit. Nothing in the 
statute suggests that Congress intended to give the taxpayer or this Court the power thus 
to disorder the State's schemes of priorities. 

m If the litigated cases, of which the ones that have come here seem to be typical, and 
common observation may be tal-en as fairly accurate bases for judgment, 

It is true that in some cases of insolvency the business continues without being wound 
up. But this perhaps is much more often the ease when operation is continued under 
judicial control than othermiae. And when that is the rfi&uation, in so far as the 1943 
amendment applies the payment may be made and credit o»ained. In so far aa it does 
nmot apply the amendment ia a clear iuandate against allowing fi at to be done. 
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direction we do not believe that Congress intended to require that the States 
claim for unemployment contributions take precedence over all other debts of the 
insolvent or to authorize us to make this a condition of allowing payment to the 
State io be made from his estate. There was no evident purpose thus broadly 
to upset State schemes of priority. 

These examples are enough to show that the premises of the States' contentions 
are caPable of suPPorting other conclusions than they draw from them. Pther 
examples might be stated. But in each instance the inferences drawn by the 
States are counterbalanced with opposing ones quite or nearly as tenable. 
some they are of greater weight. 

It follows tha. t Massachusetts and Illinois have not shov n the clear inconsist 
ency between the Act, 's explicit terms and our previous decisions, on the one hand 
and achieving the Act's purposes, on the other, which is necessary to make out 
a ease for reversal and thus for negating the force of Revised Statutes section 
8466 as creatin ~ Federal priorities for Title 9 or other Federal tax claims 
The Illinois decisions were advisedly made, after full deliberation. There was 
no dissent on the basic question of priority, even though the issue seemed close 
No substantially new argument or consideration of policy has been put forward. 
The case for reversal is no more clear or convincing than Illinois' position on the 
merits in the earlier litigation. 

Nor are we persuaded that our former decisions were erroneous. For the 
strict policy of section 8466 had permitted few exceptions" and, as we repeated in 
Iuinois v. United States, quoting United States v. Rntory (814 U. S. , 428, 488), 
"only the plainest inconsistency would warrant our finding an implied exception 
to the operation of so clear a command as that of section 8466. " (828 U. S, 8, 
12. See also United States v. Iterattnd, 880 U. S. , 589, 544. ) There is no such 
inconsistency here. 

Until the Federal claims for taxes, whether under Title 8, Title 9 or other tax- 
ing provision are paid in full, the States are not entitled either to collect or to 
retain any part of the insolvent's debtor's assets. We do not anticipate that 
any of the State uneinployment insurance programs will fail or be seriously 
impaired by reason of this decision, or their consequent failure to secure the small 
sums characteristically at stake in this extended litigation and, apparently, in 
other cases most likely to produce similar controversy. Nor would the Federal 
Treasury have been rendered bankrupt by a contrary result. 

The judgment of the Circuit Court of Appeals is 
Affirmed. 
Dissent. ing opinion by Mr. Justice JscKsoN, with whom Mr. Justice FRkRx- 

vvRTER, Mr. Justice DoveLxs, and Mr. Justice BER7 oN join. 

"The original departures indeed did not contemplate that exceptions were being made. 
They conceived that the funds or property at(ected, being covered by mortgage, belonged is 
fact to third persons, not to the insolvent debtor. (Tkelussou v. Smith, 2 Wheat. , 896, 426; 
Conard vc Atlantic Ins. Co. , 1 Pet. , 886; Brent v. Bank of Wasttiygton, 10 Pet. , 596, 611; 
see Saoings Society v. )tiuttnomak County, 169 U. S. 421, 428; cf. Un~ted States v, Eisksi, 
2 Cranch, 858; United States v. Hooe, 8 Cranch, 78. ) . The Court has been loath to expand 
these exceptions (ci'. IlHuois v. Campbeu, 829 U. S. , 862, 870) to include other types of 
lien. The claims of SIassachusctts and Illinois do not 1'all within the scope of those excep- 
tions or of others as to which the Court hss felt that subsequent legislation authorized 
them. (Cf. Cook County Eat(anat Bank v. United States, 107 U. S. , 445; United States 
v. Guaranty Trust Co. , 280 IJ. S. , 478. ) 
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TITLE 28 — INT P, NvIL IIEVENUZ. — CEIai'TER I, SUBCIIAPTEII B, PAIIT 81. — 
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Regulations 105 ainended — D duction of attorneys' fees in&ui red 
in contestin" an asserted deficiency or iu prosccut. ing a claim for 
refund. 

TBEASUIIY DEPAPv iIENTi 
OEEIUE oz ColiI~IIssIGNzp, or INqvic';N u, RzvzNUE, 

Washr'rigton Zo, D. C', 

To Collectors of Internal iVevenue and Others Concerned: 
On A. ugust 6, 1947, notice of proposed rule mal-ing, regarding the 

deduction for estate tax purposes of attorneys' tees iiicurrecl in~coii- 
testing an asserted deficiency or in prosecuting a claim for refund, was 
published in the Federal Register (12 I&'. R i 564oo). A. fter corisidera- 
tion of all such relevant matter as wa, s presented by interested pei sons 
regarding the proposal, the following amendments to Regulations 105 
(p6 CFR, Part 81) are hereby adopted. These amendments are de- 
signed to clarify the regulations as to the time for claiming a decluction 
four attorneys' fees incurred in co Itesting . n asserted dehiciency or in. 
prosecuting a claim for refund. 

PBIL&GIIZpII 1. Section 81. 34 of Regulations 105 [P6 CFR, 81. 84j is 
amended by inserting immediately after the. IIrst paragraph thereof 
the following new paragraph: 

A. deduction for at. torneys' fees incurved in contesting an asserted deficiency 
or in prosecutin a claim for refund should be claimed at the time such deficiency 
is contested or suc. 'I refund claim is prosecuted. 4 deduction for such fees shall 
not be denied, and tlie sutiiciency of a claim for refund sba!1 not be questione&l, 
solely by reason of the fact that the amount of tbe fees to be paid wns not estab- 
lished at the time that the right to tbc deduction was claimed. 

P&R, ~. Section 81. 76 of Regulations 105, as amended by Treasury 
Decision or50~~, approved March 20, 1946 [C. B. 1946 — 1, lo6] [26 CFR, 
81. 73'I, is further amended by inserting the following sentence at the 
end of the fourth paragraph thereof: 
I&'or deduction of attornevs' fees incurred in contest''ng an asserted deficiency, 
see section 81. 34. 

Pap. 3. Section 81. 96 of Regulations 10oi as alnencled by Treasury 
Decision 5289, approved March 10, 1943 [C. D. 1N, "& 108] ] [26 CI&'R, 

(127l 
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81. 96j, is further amended by insertilig the following sentence at the 
e»d of the first paragraph thereof: 
For deduction of attorneys' fees incurred in prosecuting a claim for refund, see 
section 81. 84. 

P. &z. 4. The amendments made in paragraphs 1, 2, and. 8 to Regu 
lations 105 merely clarify the application of certain provisions of sucli 
regu]ations. This is found to be good cause for making such amend 
m& nts ellective for the entire period covered by such regulations, and 
ihey are hereby made so effective, in accordance with the exception 
applicable under section 4(c) of the Administrative Procedure Act, 

(This Treasury decision is issued under the authority of section 8791 
of the Internal Itevenue Code (158 Stat. , 467, 26 U. S. C. , 8791), ) 

GEO. J. ScHozÃEMA~v) 
Commissioner of Interna/ Pemenue. 

Approved December 22, 1947. 
E. H. Foozle, Jr. , 

Acting Secretary of the Treasury. 
(1 ilerl neith the Division of the Federal Register Decemher 20, 1947, 8. 47 a m, ) 
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R 'GULATIONs 108) SEGTIoNs 86 1) 86 2') and 86 8. 1948-6-12767 
T. D. 5606 

TITLE 26 — INTZRNAI REVENUE. — CHAPTER I, SUBCHAPTER B, PART 86. — GIFT 
TAX UNDER CHAPTER 4 OF THE INTERNAL Rli'VENUE CODE, AS AMENDED. 

Regulations 108 amended to conform to Public Law 112 (Eightieth 
Congress) [C. B. 1047 — 2, 334], relating to release of powers of 
appointment aud relinquishment of power or control under certain 
discretionary trusts. 

TIIKASUR+ DEPARTMENT) 
OFI'ICE OF CoihIMISSIONKR OF INTERNAL REVENUE, 

Washington 85) D. C'. 

To Collectors of Internal Bevenve and Others Concernccl: 
On November 6, 1947, notice of proposed rule making, regarding 

the gift tax provisions of Public Law 112 (Eightieth Congress, firs~t 

session; 61 Stat. , 178), approved June 25, 1947 [C. B. 1947 — 2, 884], 
was published in the Federal Register (12 F, R. , (265) . No objection 
to the rules proposed having been received, the following amendments 
are hereby aclopted. Such amendments are necessary in order to con- 
form Regulations 108 [26 CFR, Part 86] to the gift tax provisions 
of Public Law 112, relating to release of powers of appointment and 
relinquishment of pov er or control under certain discretionary trusts, 
and are as follows: 

PAPwGRAPII 1. There is inserted immediately following section 502 
of the Revenue Act of 1948, which was inserted in such regu) ations by 
Treasury Decision 5866, approved May 5, 1944 t C. B. 1944, 588], and 
preceding section 86. 1, the following: 

PUBLIC LAW 112 (EIGHTIETH CONGRESS, FIRST SESSION), 
APPROVED JUNE 25, 1047. 

Sac. 2. (a) Section 1000 (e) of the Internal Revenue Code (relating 
to certain discretionary trusts) is hereby amended by striking out 
"prior to January 1, 1045, " and inserting in lieu thereof "on or before 
December 31, 1047 (or on a later date in any case where it is shown 
to the satisfaction of the Commissioner, in accordance with regulations 
prescribed by him with the approval of the Secretary, that failure to 
relinquish prior to such later date was for reasonable cause) ". 

(b) If any amount paid prior to the date of the enactment of this 
joint resolution constitutes an overpayment of gift tax solely by reason 
of- the amendment made by this section, no interest shall be allowed 
or paid with respect to the a. mount of such overpayment. 

PAR. 2. There is inserted immediately following Public Law 898 
(Seventy-ninth Congress, second session) [C. B. 1946 — 2, 266], which 
was inserted in such regulations by Treasury Decision 5~24, approved 
July 2, 1946 [C. B. 1946 — 2, 165], and immediately preceding section 
86. 1, the following: 

PUBLIC LAW 112 (EIGHTIETH CONGRESS, Zi IRST SESSION), 
APPROVED JUNK 25, 1047. 

Itesoteed bit the 8enate and House of Representatines of the United. 

Btates of AmerO'a tn Uongress assembled, That:" * ". section 4o2(c) 
of the Pevenue Act of 1042 is hereby amended to read as follows: 
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"(c) RELEASE BEFO«E JULY 1, 1948. — 
"(1) A release of a power to appoint before July 1, 1948, shag 

not be deemed a transfer of property by the individual possessing 
such power. 

"(2) This subsection shall apply to all calendar years prior to 1948 
and to that part of the calendar year 1948 prior to July 1, 1948. " 

P&H. o. Section 86, 1 is amended by striking from the second sentence 
"March 1, 1944" and inserting in lieu thereof "July 1, 1948. " 

Pan. 4. Section 86 o(b), as amended by Treasury Decision 5M4, ap 
proved July 2, 1946, is further amended as follows: 

(A) By striking out " July 1, 1947 " wherever it appears and insert- 

i»g in lieu thezeol "July 1, 1948. " 
(B) By striking out "as amended by Public Law 898 (Seventy 

ninth Congress), approved May 29, 1946" wherever it appears and 

inserting in lieu thereof "as amended by Public Law 119 (Eightieth 
Congress), approved June 95, 1947. " 

P&n. 5. Section 86. 8, as amended by Treasury Decision 5866, ap- 

proved May 5, 1944, is further amended by changing the last para- 
&&iaph to read as follows: 

Section 1000(e), as added by section 502 of the Revenue Act of 1948 and amended 

by Public I. aw 112, Eightieth Congress, provides in the case of property trans- 
f&. rrecl in trust before January 1, 1989, under which the grantor, on and after such 

date, retained no power to revest title to such property in himself, exercisable 
by the grantor alone or in conjunction with any other person not having a sub- 

stantial adverse interest in the disposition of such property or the income there- 

from, that the relinquishment by the grantor on or after January 1, 1940, and 

prior to January 1, 1948 (or on a later date if it is shown to the satisfaction of the 
Commissioner, whose determination therein shall be conclusive, that failure to 
relinquish prior to such later date was for reasonable cause), by an exercise 
or other termination, of a power to change the disposition of the trust property, 
which completes the gift thereof, shall not be treated as a gift for the purposes 
of the gift tax statute. However, if the property had been transferred in tru-t 
without the grantor retaining power to revest title to the property in himself, or if 
such power previously retained had been relinquished, while a Federal gift tax 
statute was in effect, the exemption provided by section 1000(e) shall apply only 
if (1) gift tax had been paid with respect to such prior transfer or relinquish- 
rnent, and not credited or refunded, or a gift tax return had been filed within the 
time prescribed onaccount of such prior transfer or relinquishment but no gift 
tax paid because of deductions or exclusions claimed on such return, and (2) the 
grantor agrees in writing to continue to treat such prior transfer or relinquishment 
as completing the gift for all purposes of the gift tax statute except as hereinafter 
in&licated with respect to income. Upon submission of such written agreement, 
ihe Commissioner may make any necessary redetermination of the amount of 
the net gifts for such prior year, and, unless assessment is barred by statutorv 
limitations or rule of law, assert any resulting deficiency tax. The exemption 
provided by section 1000(e) shall not apply to any paymeni. or other disposition 
of income while the grantor retains the power of disposition of the future Inco&ne 
from the trust property. For example, if a donor created a trust in 19"0, 
reserving a power to change the beneficiaries and their pr»portionate interests 
with respect to principal and income, but without retaining the power to revest 
the property in himself, and terminates his reserved power in 1941, so that he is 
no longer able to change the beneficia& ies or their respective interests, the interim 
payment of income to any beneficiary or other surrender by the donor of control 
over such income prior to such termination is nevertheless a taxable gift and to be 
t&eated accordingly. The same result follows if a simil. . r trust was created 
v;bile a gift tax law was in effect and thc donor, prior to January 1, 1948, 
terminated the aforesaid reserved power, consentiug to treat the original transfer 
in trust in the calendar year in which effected and for all periods thereafter as 
h«ving been a transfer subject to gift tax. In case a power of disposition is 
relinquished after December 81, 1947, i, he question whether failure to relinquish 
at an earlier date was for reasonable cause must necessarily depend upon all 
relevant facts and circumstances. Reasonable cause, for example, may consist 
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' ' a»»ty which seriously limits the opportunity for effecting a relinquish- 
ent prior to January 1, 1948. It may also consist of an excusable lack of knowl- 

edge ot' the existence of the power or of its significance in relation to the gift tax 
ck of kno»l«e of the provisions of section 1000(e) exceptin irom 

gift tax consequences a. relinquishment of the power prior to January 1, 1948. 
kioweve'r, a failule to relinquish clue to neglect or to unwillingness to aband'on ti)e 

he power u~til some iater date n ould not be for reason;ible c;iuse, 
No interest shall be allowed or paid on any overpayment resulting froni the 
application of the exemption provided by section 1000(e). 

PAR. 6. This Treasuiv decision shall be effective on the thirty-first 
day after the date of its publication in the Ii'ederal Register. 

(This Treasury &lecision is issued urider authority contained in sec- 
tions 1000 (c), (e)) 1029, and 8791 of the Internal Revenue Code (56 
Stat. , 95)2, 58 Stat. ) 71, 5'3 Stat. , 157, 467; 26 U. S. C. and Sup. , 1000 (c. ), 
(e), 1029, 8791) and Public Law 112 (Eightieth Congress), approved 
June 25) 1947 ) 

GEO. J. SCHOENEMAN) 
Comvnissi oner of Interna/ Revenue. 

A. pproved March 4, 194S. 
A. L. M. I)VIGGINs, 

Acting Secretar)jof the Treasury. 

(Published in the Federal Register March 10, 1948. ) 

REGU'LATIGNs 10S) SEGrioN 86. 21: Donees and trustees 1948 — 7 — 12778 
required to file notice of gifts. T. D. 5608 

TITLE 26 — IiNTKRNAL REVENUE. — CHAPTER I, SUBCHAPTER B, PART B6. — GIFT 
TAX UNDER CHAPTER 4 OF THE INTEKiVAL REVEiVUE CODE, AS AMENDED. 

Place of filing notice of gifts by donees and trustees. — Section 86. 21, 
Regulations 108, amended. 

TREASURT DEPARTMENT) 
OFI ICE OF COMMISSIONER OF INTERNAL REVENUE) 

Wasfiinctton 88) D. C. 
To Collectors of Internal Revenue and Others Concerned: 

PARAGRAPIi: 1. Section 86. 21 of RegulatioIls 108 [26 CFR, Part 86] 
is amended by striking out the seventh sentence and inserting in lieu 
thereof the following: 
The notice shall be filed in duplicate, on or before the 15th day of March follow- 
ing the close of the calendar year in which the transfer was made, with the 
collector of internal revenue for the district in which is located the legal resi- 
dence of the donor, or, if he has no legal residence in the United States, then, 
unless the Commissioner otherwise designates, with the collector of internal reve- 
nue at Baltimore, Md. 

PAR. 2. Because the purpose of this Treasury decision is merely to 
e8ect uniformity with respect to the place of filing of all returns relat- 
ing to a particular gift by requiring that information returns of donees 
and trustees be filed with the collector for the district in which the 
donor resides, it is found that it is unnecessary to issue this Treasury 
decision with notice and public procedure thereon under section 4(a) 
of the iitdministrative Procedure Act, approved June 11, 1946, or 
subject to the effective date limitation of section 4(c) of said Act. 
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PAR. 3. This Treasury decision shall be effective upon its Qjng for 
publication in the Pederal Register. 

(This Treasury decision is issued under authority of sections 10og 
and 6791 of the Internal Revenue Code (58 Stat. , 157, 467; 26 U. S. g 
1029, 8791). ) 

GEO. J. SCHOENEMAN~ 

Commissioner o j Internal Eevenue. 
Approved March 15, 1948. 

A. I . M. WzoozNs, 
Retina Sew'etuvy o j the Tvea8ury. 

(Filed xvith the Division of the Federal Register Nn r ch 10, 1048, 8. 57 a, m, ) 
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MISCELLAXLOI)S EXC1SE rAXKS. 

STAMP TAXES. 

REGULATIONs 71 (1M1) 
& 

SECTIoNs 118. 20, 
etc. 

1048-10-12806 
T. D. 5618 

TITLE 2G — INTERNAL REVENUE. — CIIAPTER I, SUBCIIAPTER C, PART 113. — 
DOCUMENTARY STAMP T. SEES. 

Regulatious 71 (1941 Edition) amended to conform to Public Law 
887 (Eightieth Congress, first session), approved August 8, 1047 
[C. B. IM7 — 2, Bfill. 

TREASURv DEPARTMENT! 
OI:Plex oz CoMirlssloNER or IN TERNAI, REVENUE, 

XVashinJcton 85, D. C. 
To Collectors of Internal Aevenne and Others Concerned: 

On February 6, 1048, notice of proposed rule making regarding 
Public Lasr 88'F (Eightieth Congress, first session), approvccl August 
8, 1M7 [C. B. 1M7 — 2, 851], was published in the Federal Register 
(18 F. R. , 550). No objection to the rules proposed. having been 
received, the follosring amendments are hereby adopted. Such amend- 
ments are necessary in orcler to conform Regulations 71 (1941 Edition) 
[26 CFR, Part 118] to Public Law 887. 

PARAcRAPII 1. There is inserted immediately preceding section 
118. 20 [26 CFR, 118. 20] the follosring: 

PUBLIC L'AV 887 (EIGHTIETH CONGRESS, FIRST SESSION), 
APPROVED AUGUST 8, 1047. 

Be it enacted by the Se;!ate and House of Representatives of tlie United 
States of Anierica in Congress assenibled, That section 1802(a) of the 
Internal Revenue Code is a~ended by deleting the period at the end 
of the next to the last sentence and inserting in lieu thereof the follow- 
ing: ": Prorided further, That where such certificates (or shares, v here 
no certificates are issued) are issued in a recapitalization, the tax pay- 
able shall be that proportion of the tax computed on such certificate 
or shares issued in the recupitalization that the amount dedica. ted as 
capital for the first time by the recapitalization, srhetlier by a transfer 
of earned surplus or otherwise, bears to the total par value (or actual 
value if no par stock) of such certificates or shares issued in the 
recapitalization, " 

PAR. 2. Section 118. 20 [26 CFR, 118. 20] is amendecl by adding at 
the end thereof the follosving: 

The tax also applies to shares or certificates issued in a recapitalization where 
the recapital!zation results in the dedication of an amount as capital for the 
first time. Hosrever, in the case of shares or certificates so issued on or after 
August 8, 1847, the tax is subject to the limitation set forth in section 118. 28(e). 

PAR. 8. Section 118. 28 [26 CFR, 118. 28] is amended by adding at 
the end thereof a new subsectioli as follows: 

(e) Stock issued on or after August 8, Ip/&7, in a re!apitali-ation. — Where 
stock is issued on or after August 8, 1047, in a recapitalization, the tax payable 
is that proportion of the total tax computed with respe! t to all the shares or 
certificates so issued that the amount dedicated as cai ital for the first time 
by the rec pit" lization, whether by a transfer of ear!ied surplus or other!vise, 
bears to the total par value (or actual value if no par stock) of the sha. res or 
certificates so issued. 

A tax is not payable with respect to stock issued in a recapitalizatiou unless 
the recapitalization results in the dedication of an amount as cap, tal 
amount is so dedicated for the first time. Thus, wheie i co! Po! i!tie!1 transferied 
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an amount from capital to capital surplus in a prior recapitalization, and such 
corporation in a subsequent or second recapitalization transfers such amount 
from capital surplus to capital under such circumstances that the amount so 
restored to capital is clearly identifiable, a tax is not payable with respect to 
the amount so rededicated as capital. However, the tax is payable with respect 
to a transfer of capital surplus to capital by way of a recapitalization where 
the amount so transferred had not been previously dedicated as capital. 

Where a recapitalization is effected in connection with, or as part of, sorae 
other transaction, for example — an original or an additional issue of stock; a 
merger; etc. — the limitation of the tax payable to the proportion specified in this 
subsection applies only to the stock issued in that part of the transaction which con- 
stitutes a recapitalization. Thus, where a corporation makes a change in its capital 
structure by replacing an issue of stock with another issue of stock and at the same 
time disposes of part of the new stock by sale to underwriters, the tax limitation is 
applicable only to that portion of the new stock which is issued in exchange for the 
old stock retired thereby. In such case, the portion of the new stock sold to 
the underwriters is taxable in its entirety without any adjustment on account 
of: the recapitalization. Similarly, where a corporation retires its preferred stock 
by issuing common stock in exchange therefor, and such exchange is made in con- 
nection with a merg'er in which the corporation issues common stock also to the 
former stockholders of the merged' company, the tax limitation is applicable only 
to the common stock issued in exchange for the preferred stock, and the shares 
or cert. ificates of common stock issued to the former stockholders of the 
merged company are subject to tax without any acljustment on account of the 
recapitalization. 

PAu. 4. Yhere is inserted immediately preceding section 118. 80 [26 
CFH, 118. 30] the following: 

PUBLIC LAW 387 (EIGHTIETH CONGRESS, EIRST SESSION), 
APPROVED AUGUST 8, 1947. 

Section 1802(b) of the Internal Revenue Code is amended by inserting 
after the first proviso the following: " Provided further, That upon any 
transfer of an interest in a partnership owning shares or certificates of 
stock, the tax shall be limited to an amount equal to that percentage 
oi a tax computed on the transfer of all of such shares or certificates 
of stock owned by the partnership as the interest transferred bears to 
the total interests in the partnership of all the partners 

Section 1802(b) of the Internal Revenue Code is amended by inserting 
in the second proviso following the word "deposited" a comma and 
the words "nor upon mere loans of stock ". 

s 
PAn. 5. Section 118. 80 [26 CFR, 118. 80] is amended by adding at the 

end thereof the following: 
The tax also applies upon any transfer of an interest in a partnership owning 

shares or certificates of stock. However, in the ease of the transfer of any such 
interest on or after August 8, 1947, the tax is subject to the limitation set forth 
in section 113. 32(d). The tax does not apply to the return of stock loaned nor, 
on or after Aug'ust 8, 1947, upon mere loans ot stock. 

PAn. 6. Section 118. 82 [26 CFR, 118. 82] is amended by adding at 
the end thereof a new subsection as follows: 

(d) Interest in a partnerskip transferred on and after August 8, I9II7. — The 
tax on the transfer on and after August 8, 1947, of an interest in a partnership 
owning shares or certificates of stock is limited to an amount equal to that 
percentage of a tax computed on the transfer of all of such shares or certificates 
of stocl- owned bv the partnership as the interest transferred bears to the total 
interests in the partnership of all the partners. 

A tax would be payable upon the transfer by one or more of the partners of his 
or their interest or interests, either in whole or in part, in the partnership, to 
one or more of the remaining partners or to one or more riew partners admitted to 
the partnership. However, the changing or variable interests of the partners as 
refiected in their respective partnership accounts, resulting from periodic or 
varying withdrawals of earnings, do not constitute a transfer of an interest in 
a partnership and no tax accrues as a result of such changes. 
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' ' Sect~on 118. 33, as amended by Treasury Decision 5202, ap- 
proved December 17, 1942 [C. g. 1942-2, 258] [26 CFR, 118. 88], is 
further arne»cled by deleting therefrom subparagraph (5) and by 
changmg the «»guations of subpuragraphs (c) to (n), inclusive, to 
subpalagraphs (b) to (trs) respectively 

PAr. . 8. Sec(. ion 118. 85, as amencled by Treasury Decision 5578, ap- 
proved September 80, 1947 [C. 8. 1047 — 2, 218] [26 CFR, 118. 85], is 
fur(. her anlended by deletino therefrom subsection (b) and inserting in 
lieu thereof a new subsection (5) as follows: 

(t&) Loans of stock and the return of stock loaned. — The tax does not apply 
to the return of stocl- loaned nor, on or after August 8, 1047, upon mere loans of 
stocl-; but the person making the loan of stock or returning such stock shall fur- 
nish and attach to the certifi;ate an exenrption certificate in substantially the 
form prescribed in subsection (h). 

PAR. 0. There is inserted immediately prececling section 118. 60 
[26 CFR, 118. 60] the following: 

PUBLIC LMV 887 (EIGHTIETH CONGRESS, FIRST SESSION), 
APPROVED At. 'GUST 8, 1047. 

Section 8481(a) of the Internal Revenue Code is amended by insert- 
ing after "Provided" the following: "That upon any transfer of an 
interest in a partnership owning such instruments, the tax shall be limited 
to an amount equal to that percentage of a tax computed on the transfer 
of all of such instruments owned by the partnership as the interest trans- 
ferred bears to the total interests in the partnership of all the partners: 
Prorided further, ". 

PAR. 10. Section 118. 60 [26 CFR, 118. 60] is amended by adding at 
the end thereof the following: 

The tax also applies upon any transfer of an interest in a partnership owning 
bonds. However, in the case of the transfer of any such interest on or after 
August 8, 1947, the tax is subject to the limitation set forth in section 118. 82. 

PAR. 11. Section 118. 62 [26 CI&'R, 118. 62] is amended by adding at 
the cnd thereof two new paragraphs as follows: 

The tax on the transfer on and after August 8, 1047, of an interest in a partner- 
ship owning bonds ', s limited to an amount equal to that percentage of a tax 
computed on the transfer of all of such bonds owned by the partnership as the 
interest tr. nsferred bears to the total interests in the partnership of all the 
partners. 

A tax would b= parable upon the transfer by one or more of the partners of 
his or their interest or interests, either in whole or in part, in the partnership, to 
one or more of the remaining partners or to one or more new partners admitted to 
the partnership. However, the changing or variable interests of the partners as 
refiected in their respective partnership accounts, resulting from periodic or vary- 
in withdrawals of earnings, do not constitute a transfer of an interest in a pari; 
nership and no tax accrues as a result of such changes. 

PAR. 12. Section 118 68, as amended by Treasury Decision 5202 [26 
CFR, 118. 68], is further amended by deleting therefrom the second 
senten. ce in the second paragraph and inserting in lieu thereof the 
following: 
Loans of bonds including intraoKce borrosvin. s and the return of bonds loaned 
are subject to the tax imposed under section 8481. 

PAR. 18. Section 118. 65, as amended by Treasury Decision 5202 
[26 Ck R 1 18 65] 

& 
is further amended by changing the second para, - 

graph thereof to read as follows: 
The mere loan of bonds and the return of bonds loaned are not exempt from 

the bond transfer tax. Hence, subsection (t&) of section 118. 85 does not apply 
to bond transactions. 
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(This Treasury decision is issued under the authority contained, in 
section 8791 of the Internal Revenue Code (53 Stat. , 467; 26 U. S. (, '. , 
8791). ) 

Because the amendments to the Internal Revenue Code made by 
Public I aw 387 became elTective on August 8, 1947, the date of enact 
ment of such public law, it is found that it is unnecessary to issue this 
Treasury decision subject to the effective date limitation of section 

4(c) of the Administrative Procedure Act, approved June 11, 194co, 

Gzo. J. ScirozNzwxN, 
Commissioner of Internal Revenue. 

Approvecl April 27, 1948. 
K. H. It'or, zv, Jr. , 

Acting Secretary of the Treasury. 

(Filed with the Division of the Federal Register May 3, 1948, 8. 50 a. m. ) 

SECTIONS 1892(b) AND 3481(a), AS AMENDED. — CAPITAL STOCK (AND 
SIMILAR INTERESTS) — SALES AND TRANSFERS. 

RzczrATrovs 71 (1941), SzcTroN 113. 86: Sales 1948 — 18 — 12837 
and transfers subject to tax. M. T. 27 

Applicability of documentary stamp tar under section 1802(b), 
Internal Revenue Code, on transiers of rights to subscribe for, or 
rights to receive, stock in connection with convertible securities. 

Advice is requested with respect to the applicability of the docu- 

mentary stamp tax uncler section 1802(b) of the Internal Revenue 
Code on transfers of rights to subscribe for, or rights to receive, stock 
in the case of securities which are convertible into stock. 

Section 1802(b) of the Internal Revenue Code imposes a transfer 
tax "On all sales, or agreements to sell, or memoranda of sales or de- 

liveries of, or tra isfers of legal title to any of the shares or certificates 
mentioned or described in' subsection (a), or to rights to subscribe for 
or to receive such shares or certi6cates. 

The questions presented and the answers thereto are as follows: 
Question 1. In the transfer of a convertible c'. ebenture, i. e. , a de- 

benture which, under certain specified conditions, may be converted 
into stock at the option of the holder, are there two transfer taxes pay- 
able, namely, the t" x under section 3481(a) of' the Internal Revenue 
Co:le on the transfer of the debenture itseH, and a tax under section 
1802(b) of the Code on the transfer of a right to subscribe for, or a 
right to receive, the stock into which the debenture is convertible& In 
such case, does it, make any ditTerence whether the stock available for 
such conversion is issued or unissued stock & 

Answer 1. While the holder of a convertible debenture may acquire 
stock upon conversion of the debenture, the privilege of making such ' 

conversion is not, a right to subscribe for, or to ~receive, the stock, 
Rather, the conversion privilege gives the debenture holder the right 
to acquire a rignt to subscribe for or to receive stock by an election to 
exercise the privilege of converting the debenture into stocl-. In other 
words, the right to subscribe for or to receive the stock does not come 
into existence unless ancl until the debenture holder elects to exercise his 
right of converting the debenture into stock. According]y, the trans- 
fer of a coiivert]b]e debenture is subject only to the tax imposed under 
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sect'on 3481(a) of the Code upon the transfer of the debenture itself'. 
In the application of this ruling, it is immaterial whether the stock 
into which the clebenture is convertible is issued or unissued stock. 

Question 8. In the transfer of convertible preferrecl stock, i. e. , 
preferred stock which under certain specified conditions may be 
converted into common stock at the option of the holder, are there two 
transter taxes payable, namely, the tax under section 1802(b) of the 
Code on the transfer of the preferred stock itself, and another tax 
under the same section of the Code on the transfer of a right to sub- 
scribe for, or a right to receive, the common stock into which the 
preferrecl stock is convertible& In such case, does it make any dif. - 
ference whether the common stock available for such conversion is 
issued or unissued stock 2 

slnstoer 8. whether the privilege of converting one class of security 
into another class is contained in a debenture or in preferred stock is 
not a distinguishing factor, since the conversion privilege is essentially 
tile same in both cases. Her. ce the principles expressed in the answer to 
the preceding question apply with equal force to the instant question. 
Accordingly, the transfer of convertible preferred stock is sub]ect only 
to the transfer tax on the preferred stock itself, and does not involve 
a taxable transfer of a right to subscribe for or to receive the common 
stock into which the preferred stock is convertible. In the applica- 
tion of this ruling, it is immaterial whether the common stock into 
which the preferred stock is convertible is issued or unissued stock. 

ADMISSION'S YAX. 

RzcULATIoNs 43 (1941), SECTIoNs 101. 5, 101. 15, 
and 101. 18. 

1948 — 7 — 12780 
T. D. 5011 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER C, PART 101. — 
TAXES ON ADMISSIONS, DUES, AND INITIAT1ON FEES. 

Regulations 43 (1941 edition) amended to conform to section 11 
of Public Law 384 (Eightieth Congress) [C. B. 1947 — I, 348], An Act 
To terminate certain tax provisions before the end of World War II. 

TREASURY DEPARTMENT, 
OFFICE OF COMMISSIONER Or INTERNAL REVENUE, 

Was Aington 88, I). C. 
7'o CoPectors of Interna/Ee7, enue ond Others Concerned: 

In order to conform Regulations 43 (1941 edition) [26 CFR. Part 
f 01], to section 11 of Public I aw 384 (Eightieth Congress), approved 
A ugust 8& 1 947 t 

C. B. 1 947 — 2, 348], such regulations are alnended as 
follows: 

PARAORAPH 1. There is inserted immediately preceding section 101. 2 
the following: 

PIIBLIC LAW 384 (EIGHTIETH CONGRESS), APPROVED AEGTTST 
8, 1947. 

SEC. 11. TAX OX ADMISSIONS. 

(a) Section 1700(a) (1) of the Internal Revenue Code is hereby 
by striking out "(( xcept bona tide employees, municipal oiiicers 

on oih 1, . l business, children under twelve years of age, members of the 

706600' — 4S — 10 
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military or naval forces of the United States when in uniform, members 
of military or naval forces of any of the United Nations, when in uni- 
form, and inembers of the Civilian Conservation Corps when in uni- 
form)", and inserting in lieu thereof: "(except bona fide employees, 
uiunicipal officers on ofFicial business, and children under twelve years 
of age) ", and by striking out the last sentence. 

(b) Thc arnerdmcnts made by subsection (a), insofar as applicable 
with respect to amounts paid for admission, shall be applicable to 
amounts paid af'ter Decemb, . r 81, 1947, and, insofar as applicable to 
free aclmissions, shall be applicable with respect to such admissions 
after December 81, 1047. 

PAR. 2. Section 101. 5, as amended by Treasury Decision 5170, ap 
proved September 25, 1942 [C. B. 1942-2, 246] [26 CFR, 101. 5], is 
furl;her amended by adding at the end of the second paragraph of sub- 
division (li), the following sentence: 
Th se exemptions do not apply to admissions after Deceniber 81, 1947. (See 
section 11 of. ' Public Law 8S4, Eightieth Congress. ) 

PAR. 3. The following is inserted immediately preceding section 
101 15- 

PUBLIC LAW 884 (EIGHTIETI» CONGRESS), APPIIOVED AUGUST 
8, 1947. 

Sli. 'C. 11. TAX ON ADMISSIONS. 
(a) Section 1700(a) (1) of the Internal Pevenue Code is hereby 

amended * * ~ by striking out the last sentence. 
(b) The amendments made by subsection (a. ), insofar as applicable 

with respect to amounts paid for admission, shall be applicalile to 
amounts paid after December 81, 1947, and, insofar as applicable to free 
adniissions, shall be applicable with respect to such admissions after 
December 81, 1947. 

PAR. 4. Section 101. 15, as amended by Treasury Decision 5170 [26 
CFR, 101. 15], is further amended by adding at the end of subdivision 
(5) the following sentence: 
Tliese exceptions are not applicable to amounts paid after December 81, 1047. 
i Se section 11 of Public Law 884, Eightieth Congress. ) 

P tr, . 5. Section 101. 18, as amended by Treasury Decision 5349, 
approved March 17, 1944 [C. 8. 1944, 639] [26 CFR, 101. 18], is further 
amended by adding at the end of the second paragraph of subdivision 
(1), the following sentence: 
After December 81, 1047, the foregoing provisions are applica. ble only in the case 
of cli''Idren under 10 vears of age. (See section 11 of Public Law 8S4, Eightieth 
Corigress. ) 

(This Treasury decision is issued pursuant to the authority con- 
tained in section 3791 of the Internal Revenue Code (53 Stat. , 467; 
26 U. S. C. , 3791). ) 

Because of. the technical nature of the amendments made herein, 
it is found that it is unnecessary to issue this Treasury decision with 
notice and public procedure thereon under section 4(a, ) of the Admin- 
istrative Procedure Act, approved June 11, 1946, or subject to the eRec- 
tive date limitation of section 4 (c) of said Act. 

GEO. J. SCHOXNEMAN, 
Commissioner o f Internal Retienue. 

A. p proved March 16, 1948. 
A. I . M. WloolNs, 

Activtct Secretary o j the Treastjry. 
(Filed with tlie Division of the Federal Register I'larch 10, 1048, 8. 58 a. m. ) 
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SECTION 1700(a), AS AMENDED. — TAX ON ADMISSIONS. 

R«uLATio&s 48 (1941)) as amended, 1948-12-12819 
M. T. 25 

Exemption with respect to an amount of less than 10 cents paid 
for the admission of a child under 12 years of age is not affected 
by the amendment of section 1700(a) (1) of the Internal Revenue 
Code bv Public Law 884 [C. B. 1947 — 2, 848). 

Advice is requested whether the amendment of section 1700(a) (1) 
of. the Internal Revenue Code by section 11 of Public Law 884 
(Eightieth Congress), approved August 8, 1947 [C. B. 1947 — 2, 848], 
terminated the exemption with respect to amounts of less than 10 
cents paid for the admission of a child under 12 years of age. 

Public Law 884 amended the provisions of section 1700(a) (1) of 
the Internal Revenue Code by striking out "(except bona Me em- 
ployees, municipal ofFicers on ofFicial business, children under 12 years 
of age, members of the military or naval forces of the United States 
when in uniform, members of the military or naval forces of any of 
the United Nations, when in uniform, and members of the Civilian 
Conservation Corps when in uniform), " and inserting in lieu thereof 
"(except bona Fide employees, municipal ofFicers on ofFicial business& and 
children under 12 years of age). " 

The foregoing amendment merely terminated the exemption pre- 
viously afforded members of the military or naval forces of the United 
States when in uniform, members of the military or naval forces of 
any of the United Nations when in uniform, and members of the 
Civilian Conservation Corps when in uniform, and did not otherwise 
affect any of the other exemptions authorized by the law. 

Public Law 884 further amended section 1700(a) (1) of the Code 
by striking out the last sentence thereof. The sentence thus stricken 
out is the one that wa, s added to section 1700 (a) (1) by Public Law 676 
(Seventy-seventh Congress), approved July 23, 1942 

t C. B. 1942 — 2, 
831], to provide an exemption with respect to admissions to theatres 
and other activities operated by or under the control of the %Var De- 
partment or the Navy Department, which read as follows: 

Amounts paid on and after October 1, 1941, for admission to theatres and other 
activities operated by or under the control of the War Department or the Navy 
Department within posts, camps, reservations, and other. areas maintained by 
the Military or Naval Establishment shall be exempt from the tax imposed by 
this section: Provided, That the net proceeds from said admission charges are 
used exclusively for the welfare of the military or naval forces of the Enited 
States. 

Such further amendment simply eliminated the exemption with 
respect to admissions to theatres and other activities conducted at, mili- 
tary posts, reservations, etc. , which exemption had been added to the 
law in 1942. Hence, the further amendment, similarly did not other- 
wise affect any of the other exemptions authorized by the law. 

Accordingly, it is to be noted that the amendments'made by Public 
I, aw 384 do not affect the exemption applicable to amounts of less than 
10 cents paid for the admission of a child under 12years of age 
that such exemption is, therefore, still in force. 
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TRANSPORTATION OI" PERSONS, 

REOULATIONS 42 (1942), SEOTIoN 130. 68: Mem- 
bers of military and naval service. 

1948-5 — 12758 
T. D. 5604 

TITLE 26 — INTERNAL RICVENUE. — CHAPTER I, SUBCEAPTER C PART Iso 
TAXES ON SAFE DEPOSIT BOXES AND ON CERTAIN TRANSPORTATION ANlI 

COMMUNICATIONS SERVICES. 

Regulations 42 (1942 edition) amended to conform to section 
12 of I'ublic Law 884 (Eightietn Congress) [C. B. 1947 — 2, 848], 
An Act to terminate certain tax provisions before the end of 
World War II. 

TREASURY DEPARTMENT) 
OFFICE Olr COMMISSIONER OF i%TERNAL REVENUE) 

W'ashington 8J, D. C. 
To CoQectors of Interna/ Aezenne and Others Concerned: 

In order to conform Regu]ations 42 (1942 edition) [26 CFR, Part 
180] to section 12 of Public Law. 884, Eightieth Congress, approved 
August 8, 1947 [C. B. 1947 — 2, 348], such regulations are amended 
as follows: 

PAI. AURAPII 1. There is inserted immediately preceding section 
130. 68 [26 CFR, 130. 63] the following: 

PUBLIC LAW 884 (EIGIITIETH CONGRESS), APPROVED AUGUST 
8, 1947. 

SEC. 12, TRANSPOPTATION TAX EXE&IPTION OF MILITARY 
AND NAVAL PERSONNEL. 

Section 8489(f) (2) of the Internal Revenue Code shall not be appli- 
cable to amounts paid after December 81, 1947. 

PAR. 2. Section 130. 63, as amended by Treasury Decision 519(), 
approved November 30, 1942 [C. B. 1942 — 2, 237] [26 CFR, 180. 63], 
is turther amended by inserting at the end thereof the following 
paragraph: 

By virtue of the amendment of the Internal Revenue Code made by section 
12 of Public Law 884 (Eightieth Congress), the esemptions under section 
489(f) (2) as amended, do not apply to amounts paid after December Sl, 1947, 

(This Treasury decision is issued. pursuant to the authority con- 
tained in sections 3472 and 8791 of the internal Revenue Code (53 
Stat. , 423, 467, 55 Stat. , 722; 26 U. S. C. and Sup. , 34(2, 3791). ) 

Because of the technical nature of the amendments made herein, 
it is found that it is unnecessary to issue this Treasury decision with 
notice and public procedure thereon under section 4(a) of the Admin- 
istrative Procedure Act, approved tune 11, 1946, or subject to tht) 
eA'ective date limitation ot section 4(c) of said Act. 

WM. T. SHERWOOD) 
Acting Commissioner of Internal Eeeentje. 

Approved February 25, 1948. 
A. L. M. AVIOOINS, 

Acting Secretary of the Treasury. 
(Fued with the Division of. the Icederal Register fiarch 1, 1948, 8. 52 a. m. ) 
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TRANSPORTATION OF PROPERTY. 

SECTION 3475, AS AMENDED. — TRAliISPORTATION OF PROPERTY. 

RKGvLATIQNs 113, SKCTIQN 148. 18: Appllcatlon 
of ta. x. 

Application of tax ilnposed by section 3475 of the Internal Revenue 
Code to amounts paid for the transportation of vehicles by ferry. 

Advice is requested whether amounts paid for the transportation of 
vehicles by ferry are subject to tax under section 8475 of the Internal 
Revenue Code, as amended. 

Section 8475 of. the Code inlposes a tax equivalent to ';& per cent 
upon amounts paid within the Unitecl States, to a person engaged in 
the business of transporting property for lure, for the transportation 
of property by rail, motor vehicle, w tter, or air, from one point in the 
United States to another, except that, in the case of coal, the rate of tax 
is 4 cents per short ton. 

Section 14~. 1 ol Regulations 113 provides, in part. , that the term 
"transportation" means the movement of property by a person en- 
gaged in the business elf transporting property for hire, including 
interstate, intrastate, avid intracity or other local movemellts, as well 
as towing, ferrying, switching, etc. However, lmclcr the provisions of 
section 1. N. 18 of such regulations, the tax does not. apply to an amount 
paid by a, carrier, a freight forwarder, express companyi ol similar 
person for transportation with respect to which a tax ls payable to such 
person. 

It is held that the transportation of vehicles by terry constitutes 
transportation of property by water within the meaning of section 
8475 of the Code and that an operator of a ferl y is regarded as a " per- 
son engaged in the business of transporting propert~y for hire. " Ac- 
cordingly, amounts paid for the transportation of vehicles by ferry are 
properly subject to the tax. 

It is further held, however, that amounts paid by a carrier for the 
transportation of loaded trucks by ferry arc not subject to th tax 
when such transportation service is part of a continuous transporta- 
tion movement v. ith respect to which tax has been paid by the shipper 
or is pavable by the consignee at destination. I ikewise, the tax does 
not apply to ferry charges paicl by a carrier for the transportation of 
an empty truck if the truck is proceecling to a loading point or return- 
ing from an unloading point and such ferry charges are includecl. in 
an amount paid to the carrier by the consignor or consignee for a 
preceding or su', sequent movement of the property. 
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FEDERAL FIREARMS ACT. (1938). 

1948 7 12779 
T. D. 5609 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER C, PART SIS 
LICENSINO UNDER THE FEDERAL IrIREARMS ACT OF MANUI'ACTURERS OF 
AND DEALERS IN, FIREARMS OR AMMUNITION. 

Regulations amended [requirement of oath eliminatedl. 

TRE' SURY' DEPARTMENT, 
OI FICE OF COMMISSIONER OF I NTERNAL REVENUE 

y 

Washington 8b, D. C. , cVarch 15, 1NI8. 
To CoOectors of Interna/ EeIIenue and Others Concerned: 

Treasury Decision 4898, approved May 1, 1939 [C. B. 1939 — 1 (Part 
1), 364], as amencled by Treasury Decision 5564, approved May 23, 
1947 tC. B. 1947 — 1, 180] (~6 CFR, Part 315), is hereby further 
amended by changing section 315. 4 thereof to read as follows: 

SEc. 815. 4. APPLIcxTION EOR $ LIcENsE. — The application for a license shall be 
made on Form 7 (Firearms), copies of which may be procured from collectors. 
The application shall be filed with the collector for the district within which the 
principal place of business of the applicant is located. The application must 
contain all the information required by the form. 

(This Treasury decision is issued under the authority contained in 
section 7 of the Federal Firearms Act (52 Stat. , 1252; 15 U. S. C. , 
907) . ) 

Because the purpose of this Treasury decision is to relieve restric- 
tion, it is found that it is unnecessary to issue such Treasury decision 
Ivith notice and public procedure thereon under section 4(a) of the 
A. dministrative Procedure Act, approved tune 11, 1946, or subject to 
the effective date limitation of section 4(c) of said Act. 

This Treasury decision shall be effective upon its filing for publica- 
tion in the Federal Register. 

E. II. FOLEY, Jr. , 
Acting. Secretary of the TreasIIry. 

(Filed with the Division of the Fecleral l:egistcr ~larch 19, lg48, 8. 57 a. m. ) 



SECTION 3 OP THE VINSON ACT (48 STAT. , 503, 505), 
AS AMENDED. 

1948 — 7 — 19777 
Minn 6185 

(Amended) 

Reports requ!red under profit-limiting provisions of the Vinson Act. 

TRE 4sURr DzrAR1 Mzlv T, 
Orrrcz oz CowrllssroxzR or IxTERlvAr. HE&MENUE, 

TVashington 8G& D C 
& 
3fai ch 8& Zt9/P 

CoOectors of Tntensa/ Rei&enue, internal Rei&enue Agents in Charge, 
8'eads of Field Dii&isions of the Technical Stag, anej Others 
Concerned; 
The first sentence of the fourth paragraph of Mimeograph 6185, 

dated September 15, 1947 jC. B. 1947 — o, 917]& is hereby amended to 
read: 
Eowever, a general extension of time is hereby grauted to contractors and sub- 
contractors to ancl including Zuly 15, 1948, for filiug annual reports of profit under 
the profit-limiting provisions of the Vinson Act, as ameuded, fi&r the calendar vear 
1941&! and for fiscal years ended in 1947 prior to October 1, 1947. 

Cvzo. J. SclloENEWiAÃ& 
Con&!missi oner. 

(143) 
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MISCELLANEOUS 

SECTION 66 OF THE TRADING WITH THE ENEMY ACT. 

1948-9-12797 
T. D. 5612 

TITLE 26 — INTERNAL RLeVENUE. — SUBCHAPTER E — ADMINISTRATIVE PROVI 

SIONS COMMON To VARIOUS TAXES. — PART 452a — TAXES UNDER THE TRAI& 

ING XVITH THE ENEMY ACT, AS AMENDED AUGUST 8, 1946. 

TREASURY DEPARTMENT& 

OFFICE OF COMMISSIONER OF INTERNAL REVENUE& 

washington 85& g). G". 

1'o Collectors of Internal ~etienne and Others Concerned: 

On December 30, 1947, notice of proposed rule making regarding 

the application to internal revenue of section 66, added to the Trading 

I(With the Enemy Act by the Act a, pproved. August 8. 1946 (60 Stat. , 
925 [Public Law 671, C. B. 1946 — 2, 286]), was published in the Fed- 

era. l Register (12 F. R. , 8869). No objection to the rules proposed 

having been received, this Treasury decision, designed to establish a 

procedure relative to the application of section 86 to the internal reve- 

nue, is hereby adopted. 
TABLE OF 'CoNTENTs 

section. 
452a. 20. Introductory. 
452a. 21. Definitions. 
452a. 22. Application of part. 
452a. 28. Protection of internal revenue prior to tax determination. 
452a. 24. (, omputation of taxes. 
452a. 25. Payment of taxes. 
4. &2a. 26. Interest and penalties. 
4526. 27. Claims for refund or credit. 

SEOTION 452a. 20. INTRODUOTGRY. — Section 36, added to the Trading 
ItVith the Enemy Act by the A. ct approved Au~mtst 8, 1946 (Public 

I. aw 671, Seventv-ninth Congress t C. B. 1946 — 2& 286]), provides as 

follows: 
SEc. 86. (a) The vesting in or transfer to the Alien Property Custo- 

dian of any property or interest (other than any property or interest 
acquired by the United States prior to December 18, 1941), or the re- 
ceipt by him of any earnings, increment, or proceeds thereof shall not 
render inapplicable any Federal, State, Territorial, or local tax for any 
period prior or subsequent to ihe date of such vesting or transfer, nor 
render applicable the exemptions provided in title II of the Social Se- 
curity Act with respect to service performed in the employ of the Uuited 
States Government or of any instrumentality of the United States. 

(b) The Alien Property Custodian shall, notwithstanding the filing of 
any claim or the institution of any suit untler this Act, pay any tax inci- 
dent to any such property or interest, or the earnings, increment, or pro- 
ceeds thereof, at the earliest time appearing to him to be not contrary 
to the interest of the United States. The former owner shall not be 
liable for any such tax S. ccruing while such property, interest, earnings, 
increment, or proceeds are held by the Alien Property Custodian, unless 
they ar'e returned pursuant to this Act without payment of such tax bV 
the Alien Property Custodian. Every such tax shall be paid by the Alien 
Property Custodian to the same extent, as nearly as may be deemed 
practicable, as thou, h the property or interest had not been rested in 
or transferred to the Alien Property Custodian, and shall be paid only 
out of the property or interest, or earnings, increment, or proceeds 
thereoi', to which they are incident or out of other property or interestS 
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«%i!red from the same former owner, or earnings, increment, or pro- 
ceeds thereof. No tax liability may be enforced from any property or 
interest or tlie earnings, increment, or proceeds thereof while held by 
the Alien Property Custodian except with his consent. Where any prop- 
erty or interest is transferred, otherwise than pursuant to section 9(a) 
or 82 hereof, the Alien Property Custodian may transfer the property or 
interest free and clear of any tax, except to the extent of any lien for 
a tax existing and perfected at the date of- vesting, and the proceeds of 
such transfer shall, foi tax purposes, replace the property or interest 
in the hands of the Alien Property Custodia. n. 

(c) Subject to the provisions of subsection (b) hereof, the manner of 
computing any Federal taxes, including without limitation by reason 
of this enumeration, the applicability in such computation of credits de- 
ductions, and exenu&tions to which the foriner oivner is or would be en- 
titled, and the tiine and manner of any payment ot' such taxes and the 
exteni, of any compliance by the Custodian with provisions of Federal 
Law and re. ulations applicable v ith respect to Federal taxes, shall be in 
accordance ivith regulations prescribed by the Commissioner of Internal 
Revenue with the approval of the Secreta. ry of the Treasury to effectuate 
this section. Statutes of limitations on assessinent, collection, refund, or 
credit of Federal taxes shall be suspended, ivith respect to any vested 
property or interest, or the earnings, increment or proceeds thereof, 
while vested and for six months thereafter; but no interest shall be paid 
upon any refund vvith respect to any period during which the statute 
of limitations is so suspended. 

(d) The word "tax" as used in this section shall include, witliout 
limitation by reason of this enumeration, any property, income, excess- 
profits, ivar-profits, excise, estate and employment tax, import duty, and 
special assessment; and also any interest, penalty, additional amount, or 
ad;!ition thereto not arising from any act, omission, neglect, failure, 
or del~y on the part of the Custodia. n. 

(e) Any tax exemption accorded to the Alien Property Custodian by 
specific provision of existing law shall not be affected by this section. 

Kzecutive Order 9788, approved October 14, 1946 (11 F. R. , 11981), 
provides as follows: 

By virtue of the authority vested in me by the Constitution and statutes, in- 
cluding the Trading With the Enemy Act of October 6, 1917 (40 Stat. , 411), as 
amended. and the First War Poivers Act, 1941 (55 Stat. , 838), as amended, and 
as President of the Uuited States, it. is hereby ordered' in the interest of the 
internal management of the Government, as follows: 

1. The Ofnce of Alien Property Custodian in the Office for Ii:mergency Manage- 
ment of the Executive Office of the President, established by Executive Order No. 
9995 of March 11, 1942, is hereby terminated; and all authority, rights, privileges, 
powers, duties, and functions vested in such Office or in the Alien Property Custo- 
dian or transferred or delegated thereto are hereby vested in or transferred or 
delegated to the Attorney General, as the case may be, and shall be administered 
by him or under his direction and control by such officers and agencies of the 
Department of Iustice as he may designate. 

2. All property or interests vested in or transferred to the Alien Property Custo- 
dian or seized by him, and all proceeds thereof, which are held or administered 
bv him on the effective date of this order are hereby transterred to the Attorney 
General. 

8. All personnel, property, records, and funds of the Office of Alien Propeity 
Custodian are hereb) transferred to the Department of Justice. 

4. This order supersedes all prior Executive orders to the extent that they are 
in conflict with this order. 

5. This order shall become effective on October 15, 194fi. 

Pursuant to the above-quoted provisions and section 3791 of the 
Internal revenue Code and other provisions of such Code, the follow- 
ing regulations are hereby prescribed: 

Sxc. 452a. 21. DErr~rrroNs. — When used in this part — (e) The term "Attorney 
General" includes the Alien Property Cusi. odian whose functions were trans 
ferred to the Attorney General pursuant to Executive Order 9788 (11 ~, R 11981) 



&i[isc. ] 146 

and any other otiiccrs and agencies to which such functions are transferreci or 
assigned pursuant to such Executive order, or otherwise. 

(t&) The term "Commissioner" means the Commissioner of Internal Revenue 
(c) Tl&e term "person " includes an imlividual, a trust, estate, partnership, com- 

pany, or corporation, and any entity having or claiming an interest in vested prop- 
erty or liable or charged with liability to internal revenue tax in connection with 
such property. 

(d) The term "former owner" means the owner immediately prior to vesting 
and any successor in interest by inherits. nce, devise, bequest, or operation of law 

. of such owner. 
(o) Tlie term "Trading &&Vith the Enemy Act" includes all amendments of such 

Act, and o. ll orders, rules, and re ulations issued or prescribed under such Act 
or any such amendment, 

( f) The term " 
p operty " includes money, the proceeds of property, income, divi- 

dend&s, interest, annuij:les, and other earnings, but does not include any property 
or interest or any of the foregoin" which vested in the Attorney General or was 
othcrivise acquired by the United States prior to December 18, 1941. 

(g) The terms " propei'ty vested by the Attorney General " and "property vested 
in the Attorney General" include property conveyed, transferred, assigned, de- 
livered, or paid to o& held or- controlled by or vested in the Attorney General, under 
the Trading lVith the Enemy Act. 

(1&) 'lhe term "engaged in trade or business in the United States" includes 
the managing ansi renting of real estate in the United States by an agent of the 
Custodian or of the former owner duly aui. horized to execute rental agreements 
and to pay all taxes and charges incident to the repair and maintenance of such 
property, but does not include the mere renting or leasing of property under agree- 
ment requiring the lessee or occupant to pay taxes and to make r, . pairs or im- 
provements. 

(i) The term "tax" has the meaning stated in section 86(d) of the Trading 
IVith the Enemy Act as added by the Act of August 8, 1946. (See section 4&2a. 20. ) 

(j) A term not defined herein shall have the meaning, if compatible with the 
context, impuied thereto under tl&e Internal Revenue Code. 

SEc. 45&2a. 2. AFPLIcATIo I 0" PART. — (a) Property covered. — This part (that 
is, this Treasurv decision) is applicable in connection with property vested in 
the Attorney General on and afi. er December 18, 1041. It is not applicable in 
connection ivith property or interest in property so vested or acquired by the 
I. 'nited States prior to December 18, 1941, which property or interest is governed 
by Treasury Decision 4168 [C. B. VII — 2 (1028), 418], as amended by Treasury 
Decision 4514, approved January 18, 1085 [C. B. XIV — 1 (1085), 548] (26 CFR, 
452. 1 — 4:&2. 10) . 

( t&') Taaes covered. — Except as otherwise provi cled by specitic exemption 
a»plicable with respect to the Alien Property Custodian, this part applies, in the 
circumstances therein indicated, to any internal revenue tax applicable in respect 
of (1) property vested in the Attorney General or any action or transaction 
incidental to such property, or (2) any person whose property is so vested or any 
action or transaction of such person, whether the tax is applicable in respect of ths 
period of vesting or any other period. Federal employment taxes are applicable 
with respect to wages paid to a pei'son riot a regular Government employee, 
permanent or temporary, for services immediately connected ivith the operation 
of an enterprise under control of the Attorney General such as might be rendered 
to a private operator. 

SEc. 452a. 28. PRoTEcTIoN oF INTERNAL REVENUE PRIoR To TAx DETERIIINATIoN. — 
(a) Suits and ctain&s for return of vested f&rot&erty. — (1) Gene& al. — The pro- 
visions of this paragraph (a) apply in cases where there has been no final or 
tentative determination of internal revenue tax liability. In such cases vested 
property shall not be returned except in accordance with this paragraph. (2) Notice to Co&nn&isstone&i — (i) Suits for recovery, — AVhere suit for the 
return of vested property has been instituted under section 0 of the Act, within a 
reasonable time after answer has been filed or after beginning of the trial of the 
case, the Attorney General shall in writing notify the Commissioner of the 
property involved and the name, address, citizenship, residence, and business 
organization of the claimant, and any other pertinent information. (ii) Return u&itl&out snit. — At least ninety (00) days prior to any return of 
vested property pursuant to section 82 of the Act the Attorney General shall in 
writing notify the Commissioner in the manner prescribed in (i). (3) Return of property, — (i) Wttf&out security. — V ested property, the subject of a snit or p&oceedirg pursuant to the Trading With the E&nemy Act may be 



[Misc. 

returned without security prior to determination of applicable internal revenue 
taxes and prior to the judgment of the court or publication of the orc1er of the 
Attorney General directing such return, to the following described claimants 
under the conditions hereinafter stated: 

(A) Residents and dontestlc enterprises. — In the case of claimants who at 
the time of return are (1) individuals permanently resident in the United 
States since December 7, 1941, or (2) corporations or other business enter- 
prises organized under the la. ws of the United States, or any State, Territory, 
or possession thereof, or the District of Columbia, or doiug business in the 
United States, the Attorney General may return the property at auy time 
without notice to the Conunissioner of such return. 

(B) Nonresidents, etc. — In the case of claimants who at the time of return 
are (1) individuals not permanently resident in the United States since 
December 7, 1941, or (2) nondomestic corporations or other noudomestic 
business enterprises not doing business within the United States, the property 
may be returned not less than ninety (90) days after notice by the A. ttorney 
General to the Commissioner in a case within (2) (i), or not less than sixty 
(60) days after notice in a case within (2) (ii), unless within such time the 
Attorney General is advised otherwise by the Commissioner. 

(ii) When security required. — Except as provided in (i), vested property shall 
not be released prior to determination of tax liability without security satisfac- 
tory to the Commissioner, but determination of tax liability will be expedited in 
order that release of the property or of the security shall uot be unnecessarily 
delayed. 

(4) Security— . Security when required shall be such of the following as shall, 
in the judgment of the Commissioner, be appropriate: 

(i) Bond. — A bond of the claimant conditioned upon payment of the full 
amount of internal revenue taxes determined to be due, filed with the collector 
in such amount, and with such sureties, as the Commissioner deems necessary. 
The sureties may be only surety companies ccrtified by the Secretary of the 
Treasury as acceptable. 

(ii) Collateral security. — Collateral authorized by law deposited by the 
claimant in lieu of surety conditioned upon the payment of the full amouut of 
internal revenue tax determined to be due. 

(iii) Reservation of assets. — Moneys, or if the monevs are insufilcient, so 
much of the other property involved, to be reserved by the Attorney General, 
as will be sufficient in the judgment of the Attorney General to cover any 
internal revenue tax liability determined by the Commissioner. 

(b) Vested property subject to debt claims. — (1) Notice to Contmissioner. — 
With respect to vested property available for the payment of debt claims under 
section 94 of the Act, and with respect to which debt claims have been filed, 
prior to the allowance of any such claims the Attorney General shall, in writing, 
notify the Commissioner of the property involved, the citizenship, residence, 
business organization, and other necessary information concerning the debtor 
and the aggregate of debt claims filed in resI)ect thereol. 

(2) Ection by Contmissioner. — Upon receipt of the notice provided in (1) the 
Commissioner shall, as soon as practicable and not later than 120 days after 
receipt of notice, unless the time is extended by the Commissioner after notice to 
the Attorney General: (i) Determine the taxes payable by the Attorney General 
in respect of the debtor, or (ii) advise the Attornev General of the provision, if 
any, to be made by him for payroent of taxes in respect of the debtor. 

SEc. 452a. 24. Co~rur~rrom or Txxxs. — (a) D. tail of employees of the Bureau 
of Internal Revenue. — The Commissioner will detail for the assistance of the 
Attorney General such employees of the Bureau of Internal Revenue as may be 
nece sary to make the computations under this part promptly and accurately. 

(b) Relationship of Attorney General and former otcner. — In the computation 
of tax liability under this part, except as oiherwise provided herciu, the vesting 
of property shall be considered as not affecting the ownership thereof; and any act 
of the Attorney General in respect of such property (including the collection or 
operation thereof anti any investme~t, sale, or other disposition and any payment 
or other expenditure) shall be considered as the act of the ovvner. Nevertheless, 
except, as othervvise provided in the Act or this part, in so far as taxes are incident 
to vested property during the period of vesting, they shall be payable bv the 
Attorney general, except that to the extent of the value of any of the property 
returner~ to the former owner the latter shall be liable for such tax not paid by the 
Attorney general. While tax incident to nonvested property is collectible out 
of both vested and nonvested propertv, the nonvested property will be regarded 



as the primary source of collection of such tax. In determining the amount pf 
the liability to be paid out of property not vested by the Attorney General a cpin. 
putation shall be made covering the taxpayer's full period of liability, but withput 
regard to the vested ProPerty, or the income received by, or the oPerations of, the 
Attorney General. The amount so computed shall be first asserted against and 
collected so far as practicable from the taxpayer or out of his property w!iich is 
not vested. Such part of the total tax liability a. s is not paid by the taxpayer pr 
collected out of property not vested shall be asserted against the vested property 
(See section 452a. '25 and section 452a. 27(b). ) 

(c) Laics applicable to computation. — Except as otherwise specifically prpvidefi 
in this part, the computation under this part of any internal revenue tax liability 
shall be in accordance with the internal revenue la. w and regidations applicable 
thereto, including all a. mcndments of such law or regulations enacted or prpinul. 
gated prior to determination of the tax. 

(d) Periods for 

nilich, 

computations made. — The amount of income, declarefi 
value excess profits, excess profits, capital stock, employment, and excise taxes 
under the internal revenue laws will be computed for each taxable year or peripfi 
during all or part of which property is vested prior to the return of the property 
(As to return of property prior to computation of tax, see section 452. 28. ) Where 
vesting occurs during a taxable year or taxable period, any return filed or cpni 
putation made covering vested or nonvestcd property should nevertheless be fpr 
the entire year or period. (See paragraph (b). ) Unless facts are avafiab]e 
indicating a liability for taxes for a taxable year or period occurring wholly prior 
or subsequent to ihe period of vesting of the property by the Attorney General, 
the computations ader this part, both tentative and final, will be made only ia 
respect of years and periods during all or part of which the property is held by 
the Attorney General. 

(e) Teutatitie computation. — In order that the return of property or other ap- 
propriate action may not be delayed until the amount of taxes payable is finally 
computed and paid, a tentative computation of such amount will be made in every 
case, unless there are circumstances appearing to make such action inappropriate, 
Such circumstances would include (1) return of the property in accordance wifii 
section 452a. 28, (2) notice to the Commissioner of Internal Revenue by the person 
to whom the property is returnable or by the Attorney General that such person 
or the Attorney General, as the case may be, prefers that the return of the property 
be postponed until the amount of such taxes can be finally computed, or (8) belief 
on the part of the Commissioner that a final computation vrill not unduly delay 
the return of the property or other appropriate action. In making any such tenta- 
tive computation of income, profits, or estate tax, the gross income or the gross 
estate, as the case may be, as shown by the records of the Attorney General 
(excluding therefrom items exempt from taxation) shall be considered as the net 
income or net estate, respectively, unless a tax return ha. s been filed or facts are 
available upon which a more accurate computation can be made. In any case in 
which a duly authorized ofiicer or employee of the Bureau of Internal Revenue 
has otherwise computed the amount of taxes payable in respect of any period, such 
computation will be accepted as a tentative computation, unless the facts clearlv 
indicate that a more accurate computation can be made. 

(f) Finat computation. — (1) Genera/. — A final computation of the amount pf 
taxes payable by the person to whom property is returnable, or out of property tp 

be returned, will be made as soon as practicable in every case. In any case in 
which the amount shown by a. tentative computation has been paid, refund pr 
credit of any amount paid in excess of the amount properly due will be made ip 
accordance with the final computation, even thougli a claim therefor has not been 
filed, if the period of limitation applicable to the filing of such claim has npt 
expired. EIowevcr, if it is desired to protect the right to any credit or refund 
determined to be due, a claim for credit or refund should be filed. (See section 
452a. 27. ) The sutficicncy of any such claiin in respect of an amount paid is 
accordance with a tentative computation under this part will not be questioned 
solely because facts upon which a more accurate computaiiou could be made ate 
not available or can not be established at the time such claim is filed. Any such 
claim in respect of an amount paid in accordance with a final computation musti 
however, clearly set forth in detail under oath all the facts relied upon in support 
of the claim and must conform to the regulations applicable to an ordinary claim 
for refund or credit. See, for example, section 29. 822 — 2, Regulations 111 (26 CFI!i 
29. 822 — 2). (And see section 452a. 27. ) 

(2) Information required. — (i) Income ond profits taaes. — The following in 
forma!, ion submitted under oath by or for the taxpayer is necessary in eacli case 
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"r a fi&&al con&putation, for each taxable year for which the computi&Lion is to be 
mi &de: 

(A) All in& ome (other than income received by the Attorney General) 
from sources within the United States, or if no such income has been re- 
ceived, then a statement to that effect, except that in the case of a citizen 
or resident of the United States, income from sources without as well as 
within the United States must be shown. 

(B) If a return of such income has been made, then the following data 
iu respect of. such return: 

(1) The taxable year for which tlie return was made and ihe tax 
(whether income, declared value excess profits, or excess pioiits i. &x) 
paid; 

(2) The name of the taxpayer for whom tlie return was made; 
(8) The name of the agent oi other person (if any) by whoin such 

return was niade; 
(4) Tlie i&thee of the collector in which such return was filed. 

(C) Such other facts as may be required, from tinie to time, by the Com- 
missioner -of Internal Revenue. 

(ii) Ot?&e& taaes. — I-xcept as otherwise provided in (i), in order to make a 
final computation of the ainount of any internal revenue tax payab)e by return in 
any case, the usual return should be filed, together with the supporting documenis 
required by the regulations pertaining to the iax. 

(g) Tax retu&'ns. — (1) Gene& a?, . — In many cases allowance of deiluctions and 
credits is contingent upon the mal-ing of a return in accordance with the aid&li- 
cable internal revenue law. The sub&nission of evidence rein. tive to income or 
profits tax in accordance with paragraphs (f) (2) (i) (A) and (C) will be con- 
sidered as the mal-ing of the return required by any such law, only (i) for any 
taxable period, ending on or before Deceinber. 81, 1046, during all or part of which 
all or part of the property of the taxpayer was held by the Attorney General, or 
(ii) for any taxable period ending within one year from the date of the first re- 
turn to the taxpayer, of any part of the property held by the AtLorney General, 
vvhichever period ei&ds later. In all other cases a return will be required in 
accordance v itli the app!icable internal revenue law and regulations. (As to 
returns where property is vested during a, taxable year or period, see section 
462a. 24(d). ) 

(2) Estates and trusts. — In t&ie case of estates and trusts the fiduciaries shall 
file returns, including intormation returns as required by section 147 of the 
Internal Revenue Code. 

(3) Income taa forms to be used. — In the case of taxpayers engaged in trade 
or business in the United States, Forms 1040B and 1120, as may be appropriate, 
shall be used. &I here the taxpayer is not engaged in trade or business in the 
United States, Form 7&iiI may be used in lieu of Forms 1010KB and 1120iVB. 

SEO. 462a. 25. PAYMEET OF TAXFS. — (a) Pursuant to ten tatine computattons. — 
, The amount of taxes shown by a tentative computation shall bc paid by ihe A. t- 
torney General or the taxpayer, as the case n&ay be, to the collector of internal 
revenue as soon as practicable after the tentative computation has beeu made. 
It will not be necessarv, howeve&, for the payment by the Attorney General to be 
made prior to the return of property if an amount sufficient to cover all internal 
revenue taxes is retained therefrom by the Attorney General. 

(b) pursuant to f~nat computations. — Upon a final computaLion of internal 
revenue taxes properly payable, the amount thereof remaining unpaid shall be 
paid by the Attorney General to the collector of internal revenue as soon as prac- 
ticable after the final computation has been made, or, in case the prop. . riy has 
been returned to the former ovvner, by such owner. If the final co&nputation sho&vs 

that the full amount of internal revinne taxes properly payable is less ihan the 
amount previously paicl. the dttference shall be credited or refunded in accord;ince 
with the provisions of these and other applicable regulaLions. A final com- 

putation will not prohibit a subseq»ent recomputation if it is deterinined that 
the amo!mt shown by the final computation is erroneous. 

(e) Di fictencp Procedure. — The Attorney General shall pay internal. revenue 
taxes without regard to the provisions of law relating to the sending of a de- 

ficiency notice by registered mail, or to notice and demand, 

SEO. 4O2a. 26. I iTK&&Esr A-&n PENALY&Es. — (a) liiabi?ttu for t&!tercet ani? 

penalties. — Under subsection (d) of section 86 of the Trading With thc Fneiny 
Act there is no liat&llity for interest or penalty on account of any act or failure 
of the Attorney General, Such subsection is not applica&ble to interest or pcnal- 
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ties payable in respect of any act or failure during the period prior to the vestin 
of the property by the Attorney General, or after the return of the property, or 
durin the period during which the property was vested by the Attorney Ceneral 
on account of an act or omission of any person other than the Attorney General. 

(b) In case of any assessment or collection, or credit or refund of interest 
or a civil penalty contrary to tbe provisions of section 86 (c) or (d), proper 
adjustment shall be made. 

SEc. 452a, 27. Cnxzxrs ron Hzxvrvn oa Caxnrr. — (a) Claims for refund or credit 
must be filed within the period prescribed by section 822 of the Internal Itevenue 
Code a. s modified by section 66(c) of the Trading With the Enemy Act. Any 
such claim must contain a detailed statement under oath of all the facts relied 
upon in support of the claim and should be filed with tbe collector of internal 
revenue of the district in wbicl. the tax was paid. (See section 452a. 24(f) (1). ) 

(b) Any act of the Attorney General for, or on behalf of, a taxpayer in respect 
of any claim under this part will be considered as the act of such taxpayer, 
unless such taxpayer notifies the Commissioner of Internal Revenue in writing, 
by the filing of a claim for refund or credit or otherwise, that he does not ratify 
such act. (See also section 452a. 24(b). ) 

(c) All refund of taxes paid by the Attorney General shall be made clirectly to 
that ofiicial. 

(This Treasury decision is issued under the authority contained 
in section 8791(a) of the Internal Revenue Code (58 Stat. , 467; 26 
U. S. C. , 8791), and section 86, added to the Trading With the Enemy 
Act approved August 8, 1946 (Public I aw 671, Seventy-ninth Con- 
gress, 60 Stat. , 925) . ) 

GEO. J. SCHOEiVEMAN) 
Commissi oner of Internal Revenue 

Approved April 9, 1948. 
E. H. For, Ey, Jr. , 

Acting Secretary of the Treasury. 
(Filed with the Division of. the Fe;terai Register April 15, 1948, S. 57 a. m. ) 
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DISTILLED SPIRITS. 

INTE'RNA. L REVENUE CODE. 

REQUI 4TIDNs 4, SEcTIQNs 188 810t 188'812t 
188. 813) ETc. 

1948~12750 
T. D. 5601 

TITLE 26 — INTERNAL RI'. VENUE. — CHAPTER I, SUBCHAPTER C, PART 188. — 
PRODUCTION OF DISTILLED SPIRITS. 

Amending Regulations 4. 

TREASURF DEPARTMENT, 
OFFICE OF COAIxIISSIONER OF INTERNAL REVENUE) 

Washington 86, D. C'. 

To Distr''ct 8ttpet~isors and Others Concerned: 
1. OD. October 7, 1947, a notice of proposed rule making regarding 

production of distilled spirits divas published. in the Federal Reolster 
(12 F. R. , 6598) . 

2. -' fter consideration of such relevant nmatter as was presented by 
interested persons, the following ad:led sections 188. 814a and 188. 828a, 
and amendments of sections 188. 810, 1S8. 812, 188. 818, 188. 814, 183. 315, 
18'. 822, 188. 82'-', 183. 826, 18". 827, 188. 828, 18, ". . 829, 188. 881, 188. 832, 
188. 888, 188. 429, and 188. 480 of Regulations 4, approved February 2S, 
1940 (26 CFR, Part 188), are hereby adopted. 

8. These amendments are designed to simplify the procedure govern- 
ing the transfer in bond of distilled spirits from registered distilleries 
to internal revenue bon. ded Ivarehouses. 

ARTIcLE XXIV. — TAx-PAY5IENT, I E&ovAL, AND TBANsFER 0 DIsTILLED SPIRITS 
FBOAI CISTERN' ROOII. 

DEPOSIT IIV Vi AREIIOUSE OPEBATED Oix DISTILLERY PBEIIISES BV TIIE DISTILLERY, 

SEC. 188. 810, SUFPIOIExcv or IVAREIiousE BGND. — &here the bond covering the 
operation of an internal revenue bonded warehouse on the distillerv premises is 
given in less than the maximum penal sum of $200, 000, as shown bv the record 
furnished by the district supervisor pursuant to Regulations 10 (26 CFK, Part 
188), the storel-eeper-gauger in charge of the warehouse will see that tlte tax 
liability on the auantity of spirits deposited in the Ivarehouse, pius the tax 
liability on spirits represented by all outstanding approved Forms 286 (sections 
183. 814 and 188. 828) is Ivithin the limits of the penal sum of the bond. (Sec. 
8176, I. R. C. ) 

DEPOSIT I& WAREIIOUSE OPERATED BV DISTILLER ON CONTIGUOUS PBEAIISES. 

SEc. 188. 812, SCPIIcI . Ncx GF IVARLHCT. sE Bosn. — %'here the bond covering the 
operation of an internal revenue bonded warehouse on premises continguous to 
the distillery premises is given in less than the maximum penal sum of 8200. 000, 
as shown by the record furnished by the district supervisor pursuant to Regu- 
lations 10 (20 CFR, Part 185), and distilled spirits produced at the distillery are 
deposited in such v;arehouse in accordance with the procedure prescribed in the 
preceding section, the storekeeper-gauger in charge of the warehouse will see that 
the tax liability on the quantity of spirits deposited in the warehouse, plus the 
tax liabiiity on spirits represented by all outstanding appro'ed Forms 
(sections 188. 814 and 188. 828) is Ivithin the limits of the penal snm of the bond. 
(Sec. 81I6, I. R. C. ) 
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TRANSFER To WARZIIOT S' OFI' D1STILLERY PREMISES ZN SAME DISTRICT, EXCKFT WART 
SE &1PZRATED RY DISTILLER ON CONTIOVOVS FRF 

SFC. 183. 313. Appi. zcATIoN, FORM 286. — Where spirits are to be transferred to 
and entered for deposit in an internal revenue bonded warehouse located off the 
distillery premises in the same supervisory district, and such warehouse is not 
operated by the distiller on premises contiguous to the distillery premises the 
proprieior of the receiving warehouse shall execute an application for the transfer 
of the spirits on (corm 286. The applicant sha. ll enter all apylicable data mdicated 
by the form including the maximum quantity in tax gallons to be transferred m 
any one truck, railroad car, or other vehicle. He shall prepare an original and 
five copies of Form 286 and give them to the storekeeper-gauger in charge of the 
receiving warehouse. (Secs. 2878, 2888, 8176, I. R. C. ) 

SEc. 188. 814. SToRFErrPKR-GAvozR's CzRTIFIcATE oz SvrFIcIKNcv or WARziiovss 
BOND. — Upon receipt of Forin 286 by the storekeeper-gauger in charge of the ware- 
house, he will compare the penal sum of the bond aS stated in the application 
with his record furnished by the district supervisor pursuant to Regulations lp 
(26 CFR, part 185). If the bond is given in the ma. ximum penal sum of $200, ppp, 

he will certify to the sufiiciency thereof on Form 236 and forward all six copies of 
the form direct to the storekeeper-gauger in cha. rge at the distillery. If the hpnp 

is given in less than the maximum penal sum, (. he storekeeper-gauger in charge wifi 
determine from his records whether the tax liability on the quantity of distilled 
spirits represented by the Form 286, plus the quantity of distilled spirits stored 
in the warehouse, plus the quantity represented by a. ll outstanding approved 
I"orms 286, is within the limits of the penal sum of the transportation and ware- 
housing bond. If so, he will certify to the su&ciency of the bond on Form 236, 
record such certification in his records, and forward all six copies of the form 
direct to the storekeeper-gau er in charge at the distillery. If the transportation 
and warehousing bond is not suificient, he will certify to that fact on Form 236 
and return all six copies to the proprietor. All applications on Form 286 will 

expire 90 days (three calendar months) from the date of the execution of the 
storekeeper-gauger's certificate of bond coverage, provided that the district super- 
visor may authorize an extension of 10 days if the proprietor furnishes a suScient 
basis for such extension and the definite assurance that shipment will be made 
within such time. (Sec. 8176, I. R. C. ) 

SEc. 188. 814a. SPZRITs To DE TRANsFKRRKD. — Upon receipt of Form 286, the store- 
keeyer-gauger in charge at the distillery will mark one copy "proprietor's copy" 
and 'ive it to the proprietor. He will file the remaining five copies in his pendin, 
file. When the proprietor desires to make shipment, he will return his copy of 
Form 236 to the storekeeper-gauger in charge and furnish him a complete descrip- 
tion of the spirits to be shipped. Where shipment is not inade within the pp-day 

period, the distiller will return his copy of Form 236 to the storekeeper-gauger is 
charge unless otherwise directed by the district supervisor. In the event he fails 
to do so, the storekeeper-gauger in charge will advise the proprietor that Form 
236 has expired and request the return of the proprietor's copy, unless otherwise 
directed by the district supervisor. The storekeeper-gauger in charge will then 
send all six copies of Form 286 to the district supervisor for cancellation asd 
return to the storekeeper-ganger in charge at the receiving warehouse for adjust- 
ment of his recorcl and return to the applicant. (Sec. 8176, I. R. C. ) 

Szc. 183. 815. REPCRT QF GAvcE. — Unless previously packaged, the spirits desig- 
nated by the proprietor to be transferred will be drawn from the receiving cisterss 
into casks or packages, gauged, marked, and branded, or into a weighing tan)i, 
gauged, and run by pipe line into a properly equipped railroad tank car. Only 

spirits produced at a proof in excess of 159 degrees and reduced in the receivi116 
cisterns to not more than 159 and not less than 100 degrees of proof may be trans- 
ported in ra. ilroad tank cars, The quantity transferred shall not exceed ths 
maximum stated in the apylication. The details of the gauge will be entered bi 
the storekeeper-gauger on six copies of Forin 1520. (Secs. 2878, 2888, 317ti 
4017, I. R. C. ) 

Szc. 188. 322. DIRTILLKR's ENTRY roR DzPosIT. — When the spirits have bsss 
packaged, or run into a railroad tank car and such tank car seal-locked, the stors. 
keeper-gauger in charge will deliver all six copies of Forms 236 and 1520 ts 
the distiller. The distiller shall, on the same date that the spirits are to hs 
removed from the distillery, execute on Form 236 the description of the packages 
or tank car to be transferred and on Form 1520 the entry for deposit. He shs& 
immediately return all copies of uch forms to the storekeeper-gauger in charge 
who will release the spirits for shipinent. (Secs. 2870(a), 8176, I. R. C. ) 
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L'R-GAUGER s CERTiricATK 01" Ri'MovAL. — Upon removal 
& f the spirits, the storekeeper-gauger will execute his ccrtificate of gauge and 
removal on Foim 230. The stoiekeepei- auger in charge at the distilleiy will 
attach one coPy of kornl 1020 to each copy of Form 230. He will retain one 
copy of each form, furnish one copy of each to the clistiller, forward one copy 
of each to the supervisor-consignor, and forward one copy of each to the proyrietor 
of the receiving warehouse und t&&o col&ies of each to the storekeeper-„auger in 
charge at the receiving warehouse. When shipment is made by trucl. -, one of. 
the two sets of f'orms for the storekeeper-g;&i&ger in charge at the receiving ware- 
house will be sealed in an envelope acldressed to such storekeeper-„. anger in charge 
and handed to the person in charge of the tru«k for &ielivery to him. (Secs. 2878, 
2883, 3170, 8176, I. R. C. ) 

SEC. 183. 326. STCREIcEEPER-G 1UGEI& s IIEcKIPT oF SPIRITs AT WAREHCUGE. — Afte1' 
the spirits have been deposited in the receiving warehouse, the storekeepcr- 
gauger ivill execute his receipt on boih copies of Form 250. The siorcl-eeper- 

auger iu char e will retain one copy ea&h of Forms 236 and 1020 and forward 
one copy of each form io the district supervisor. No withdrawal or transfer in 
bond of spirits received at the ivarehouse will be made until the two sets of 
For&us 230 and 1;&20 liave been received by the storekeeper-gauger in charge. 
(Secs. 2878, 28S3, 8176, I. R. C. ) 

TRANSFER To wAREIIOUSE OFF DISTILLERY PREKIISKS, IN DIFERENT DISTRICT. 

SEc. 1S3. 327, APPLIcATICN, I'oRM 286. — Where spirits are to be transferrecl to 
and entered for deposit in an internal revenue bonded warehouse located in a 
different supervisory district than the distillery, the proprietor of the receiving 
warehouse shall exe&uite;&n application for the transfer of the spirits on Forin 
2M. The apylicant shall enter all applicable data indicated by the form, includ- 
ing the maximum qu&intity in tax gallons to be transfer&. ed in any onc truck, 
railroad car, or other vehicle. He shall prepare an original and six copies of 
Form 280 and give them to the storel-eeper-gauger in charge of the receiving 
warehouse. (Secs. 2S78, 28S3, 8170, I. R. C. ) 

SEc. 188. 82S. STORF&EEPER-GAUGER s CEPTIFIcATE oF SUi'F'cci NcY oF WARKIIGUsE 
BQND. — Upon receipt of Foriu 280 by the storekeeper-goug'er in charge at the 
Ivarehouse, he will compare the penal suiu of the bond as stated in the application 
with his record furnished by the district supervisor pursuant to Re "ulations 10 
(20 CFR, Part 180). If the bond is given in tlie maxiiuum penal sum Of &&200, 000, 
he will certify to the sufiiciency thereof on Form 286 and forward all seven copies 
of the form direct to the storekeeper-gauger in charge at the distillery. It the 
bond is given in less than the maximum penal sum, tlie storekeep r-gaug: r in 
charge will determine from his records whether the tiix liability on the quantity 
of spirits represented by the k'orm 280, plus the quantity of spirits stored in the 
warehouse, plus the quantity represeni ed by all outstanding approved Forms 286, 
is within the limits of the penal sum of the transportation and warehousin bond. 
If so, he ivill certify to the sufficiency of the bond on Form 280, record such 
certification in his records, aud forward all seven copies of the form &lirect to 
the storekeeper-gau 'er in charge at the distillery. If the transports. tion and 
warehousing bond is not sufiicien', lie ivill certify to that fact on I"orm 230 an&i 
return all seven copies to the proprietor. All applications on Form 280 will 
expire 90 days (three calendar months) from the date of the execution of the 
storekeeper-gauger's certificate of bond coverage, provided that the supervisor- 
consignor may authorize an extension of 10 days if the proprietor furnishes a 
sufiicient basis for such extensiouancl the definite assurance that shipment ivill 
bc made wiihin such time. (Sec. 3176, I. R. C. ) 

SEO. 1S8. 82Sa, SPIPITs To RK TRANsiFRRED. — I. pon receipt of Form 230, the 
storekeeper-gauger in charge at the distillery will marl' &&ne copy "proprietor's 
copy" and give it to the proprietor. Iie Ivill file the remaining six copies in his 
pending file. When the proprietor desires to make shipment, he will return his 
copy of Form 286 to thc storekeeper-gau er in charge and furnish him a complete 
description of the spirits to be shipped. Where shipment is not made within the 
90-day period, the distiller will return his copy of Form 286 to the storekeeper- 
gauger in charge unless other&vise directed by the sup, . rvisor-consignor. In the 
event he fails to do so, the storekeeper-gauger in charge v;ill advise the proprietor 
that Form 236 has expired and request th return of the proprietor's copy, uuless 
otherwise directed by the supervisor-consignor. The storekeeper-gauger in 
charge ivill then send all seven copies of Form 23(5 tn tlie supervisor-consignor 
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for cancellation and return to the storekeeper-gauger in charge at the receiving 
warehouse for adjustment of his record and return to the applicant. (Sec. 
8176, I. R. C. ) 

SEC. 183. 829. RKPoRT oF GAUGz. — Unless previously packaged, the spirits 
desig ated by the proprietor to be transferred will be drawn from'the receiving 
cisterns into casks or packages, gauged, marked, and branded, or into a weighing 
tank, gauged, and run by pipe line into a properly equipped railroad tank car. 
Only spirits produced at a proof in excess of 159 degrees and reduced in the 
receiving cisterns to not more than 159 and not less than 100 degrees of proof 
may be transported in railroad tank cars. The quantity transferred shall not, 

exceed the maximum stated in the application. The details of the gauge will 

be entered by the storekeeper-gauger on seven copies of Form 1520. (Secs. 2878, 

2833, 8176, 4017, I. R. C. ) 
SEC. 133. 831. DISTILLER's KNTRT Foz DKPosIT. — When the spirits have been 

Packaged, or run into a railroad tank car and such tank car seal-locked, the 
storekeeper-gauger in charge will deliver all seven copies of Forms 236 and 1520 
to the distiller. The distiller shall, on the same date that the spirits are to be 
removed from the distillery, execute on Form 236 the description of the pack- 

ages or tank car to be transferred and on Form 1520 the entry for deposit. Re 
shall immediately return all copies of such forms to the storekeeper-gauger ia 
charge, who will release the spirits for shipment. (Secs. 2879(a), 8176, I. R. C. ) 

SEc. 188. 832. STGREKKEPER-GAUGER s CERTIFIcATE QF REMovAL. — Upon I'emoval 

of the spirits, the storekeeper-gauger will execute his certificate of gauge and 

removal on Form 236. The storekeeper-gauger in charge at the distillery will 

attach one copy of Form 1520 to each copy of Form 286. He will retain one copy 
of each. form, furnish one copy of each to the distiller, forward one copy of each 
to the supervisor-consignor, and forward one copy of each to the proprietor of 
the receiving warehouse and three copies of each to the storekeeper-gauger ia 
charge at the receiving warehouse. When shipment is made by truck, one of 
the three sets of forms for the storekeeper-gauger in charge at the receiving 
warehouse will be sealed in an envelope addressed to such storekeeper-gauger iu 

charge and handed to the person in charge of the truck for delivery to him. (Secs, 
2878, 2883, 3170, 8176, 4017, I. R. C. ) 

Szc. 133. 333. SToREKEEPER-GAUGER s RzcEIPT oF SPIRITs AT WAREHovsz. — The 
storekeeper-gauger at the receiving warehouse will examine the shipment upon 
its arrival and ascertain and note any losses or discrepancies as provided in sec- 
tions 188. 324 and 183. 325. After the spirits have been deposited, the storekeeper- 
gauger will execute his receipt on the three copies of Form 236. The-storekeeper- 
gauger in charge will retain one copy each of Forms 236 and lo20, and forwarj 
two copies of each form to the supervisor of his district. The district super- 
visor will retain one copy of each form and forward the remaining copy of each 
to the supervisor of the district from which the spirits were transferred. No 
withdrawal or transfer in bond of. spirits received at the warehouse will be made 
until the three sets of Forms 236 and 1520 have been received by the storekeeper- 
gauger in charge. (Secs. 2878, 2883, 3176, I. R. C. ) 

ARTIcLE XXXIX. ~GNOKRNING LQGKs AND SEALs. 

Szc. 183. 429. STCRKIZKKPKR-GAUGER s REcoRD oF CAP AND LocK SEAL$, — A record 
of cap and lock seals received and used at each registered distillery will be kept 
by storekeeper-gaugers on Form 289, " Storekeeper-gauger's Record and Report of 
Government property, " in accordance with the titles of the columns and lines 
and the instructions on the form. Form 289 will be kept in the Government 
cabinet when not in use. (Scc. 3176, I. R. C, ) 

-Szc. 133. 430. SToREHEEPER-GAUGER s REPQRT oF GGVKRNMENT PRGPKRTY. — On or 
before the 5th day of the month succeeding' that for which the transactions are 
reported, the storekeeper-gauger will prepare a monthly report on Form 289 
"Storekeeper-gauger's Record and Report of Government Property, " of all Govern- 
ment property at the registered distillery. Form 289 will be prepared, in dupli- 

h 
cate, in accordance with the titles of the columns and lines and the 'nstructions on 
t e form. He will forward the original to the district supervisor and retain the 

e Ins ru on 

copy for his files. (Sec. 3176, I. R. C. ) 
4. This Treasury decision shall be efFective on the thirty-first day 

after the date of its publication in the Federal Register. 
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(~is Treasury decision is issued under the authority contained in 
sections 2878, 2879 (a) 2883. 317p, 3176, and 4p17 o f the Znterna] Reve- 
nue Code (U S. C. , Title 26, sections 2878, 2879(a), 2883, 317P, 3176, 
and. 4017). ) 

Gzo. J. SciIozNEM&N, 
Comm~'ssioner. 

Approved February 4, 1948. 
A. L. M. AVIGGINs, 

Acting Secretary of the Treasurg. 
(Published in the Federal Register February 10, 1948. ) 

REGULATIQN8 5, SEcTIovs 184. 311, 184. 313, 
184. 314, ETc. 

1948-4-12751 
T. D. 5602 

TITLE 26 — INTERNAL REVENUE. CHAPTER I, SUBCEAPTLPR C, PART 184. — 
PRODUCTION OE BR. INDY. 

Amending Regulations 5. 

TREASURY' DEPARTMENTS 
OFFICE OF COBIMISSIONZR OI' INTERNAL REVENUE) 

Washington 85 D. C'. 

To District SIIpervisors and Others Concerned: 
1. On October 7, 1947, a notice of proposed rule malnng regarding 

production of brandy was published in the Federal Register (12 F. R. , 
6600). 

2. After consideration of such relevant matter as was presented. by 
interested persons, the following added sections 184. 315a and 184. M9a, 
and amendments of sections 184. 311, 184. 313, 184. 314, 184. 315, 184. 316, 
184. M3, 184. 324, 184. M7, 184. 328, 184. 329, 184. 330, 184. 3M, 184. 333, 
184, 334, 184. 446, and 184. 447 of Regulations 5, approved February 28, 
1940 (26 CFR, Part 184), are hereby adopted. 

3. These amenclments are designed to simplify the procedure gov- 
erning the transfer in bond of distilled spirits from fruit distilleries 
to internal revenue bonded warehouses. 

ARTICLE XXV. — TAE-PAYMENT, REMOVAL, AND TRANSFER OP BRANDY FRO& 
DISTILLERY. 

DEPOSIT IN WAREHOUSE OPERATED ON DISTILLERY PREMISES BY THE DISTILLER. 

SEc. 184. 311. 8liPFIcIENcY op % APEHQI. sE BCND. — Where the bond covering the 
operation of an internal revenue bonded warehouse on the distillery premises is 
given in less than the maximum penal sum of $200, 000, as shown by the record 
furnished by the district supervisor pursuant to Regulations 10 (86 CFR, Part 
185), the storekeeper-gau er in charge of the warehouse will see that the tax 
liability on the quantity of distilled spirits deposited in the Ivarehouse, plus the 
tax liability on distilled spirits represented. by all outstanding approved Forms 
236 (sections 184. 315 and 184. 389) is within the limits of the penal sum of the 
bond. (8ec. 3176, I. R. C. ) 

DEPOSIT IN WAREHOL SE OPERATED BY THE DISTILLER ON CONTIGUOI;S PBEEIISES. 

8EO 184 313. BUPEIcIENcY OP % AREHOTTsE BoND. Where the bond covering the 
operation of an internal revenue bonded warehouse on premises contig ous to the 
distillery premises is given in less than the maximum penal sum of $900, 000, as 

the record furnished by the district supervisor pursuant to Regulations 
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10 (26 CFR, Part 185), and brandy produced at the distillery is deposited in such 
warehouse in accordance with the procedure prescribed in the preceding section 
the storekeeper-gauger in charge of the warehouse will see that the tax liability pn 
the quantity of distilled syirits degosited in the warehouse, Plus the tax liability 
on distilled spirits represented by all outstanding approved Forms 286 (sections 
184. 815 and 184. 829) is within the limits of the penal sum of the bond. (Sec. 8176, 
I. R. C, ) 

TRANSFER To WAREHOUSE OFF DISTILLERY PREMISES IN SAME DISTIHCT, EYCEpr 
waREHOUSE OPERETED BY DISTILLER ON CONTIGUOUS PREMISES. 

SEc, 184, 814. APPLIcATI0N, FCRM 286. — Where brandy is to be transferred to 
and entered for deposit in an interns. l revenue bonded warehouse located ofi 
the distillery premises in the same supervisory district, and such warehouse is 
not operated by the distiller on premises contiguous to the distillery premises, 
the proprietor of the receiving warehouse shall execute an application for the 
transfer of the brandy on Form 286, The applicant shall enter all applicable 
data indicated by the form including the maximum quantity in tax gallons to he 
transferred in any one truck, railroad car, or other vehicle. He shall prepare 
an original and iive copies of Form 286 and give them to the storekeeper-gauger 
in charge of receiving warehouse. (Secs. 2878, 2888, 8176, I. R. C. ) 

SEC. 184. 815. STCRI'I EEPER-GAUGER s CERTIFIcATE oF SUFFIcIENcY oF WAREHorrss 
BoND. — Upon receipt of Form 286 by the storekeeper-gauger in charge of the 
warehouse, he will compare the . penal sum of the bond as stated in the applica- 
tion with his record furnished by the district supervisor pursrfhnt to Regulations 
10 (26 CFR, Part 185). If the bond is given in the maximum penal sum of 
$200, 000, he will certify to the sufiiciency thereof on Form 286 and forward all 
six copies of the form direct to the storekeeper-gauger in charge at the distillery. 
If the bond is given in less than the maximum penal sum, the storekeeper-ganger 
in charge will determine from his records whether the tax liability on the quan- 
tity of brandy represented by the Form 286, plus the quantity of distilled spirits 
stored in the warehouse, plus the quantity represented by all outstanding aii- 
proved Forms 286, is within the limits of the penal sum of the transportation 
and warehousing bond. If so, he will certify to the suificiency of the bond 
on Form 286, record such certification in his records, and forwarrl all six 
copies of the form direct to the storekeeper-gauger in charge at the distillery. 
lf the transyortation and warehousing bond- is not suificient, he will certify 
to that fact on Form 286 and return all six copies to the proprietor. All air. 
plications on Form 236 will expire 90 days (three calendar months) from the 
date of the execution of the storekeeper-gauger's certificate of bond coverage, 
provided that the district supervisor may authorize an extension of 10 days 
if the proprietor furnishes a sufficient basis for such extension and the definite 
assurance that shipment will be Blade within such time. (Sec. 8176, I. R. C. ) 

SEC. 184. 815a. BnaNDY To BE TR&NBFERRED. — Upon receipt of Form 286, thn 
storekeeper-gauger in charge at the distillery will mark one copy "proprietor'I 
copy" and give it to the proprietor. He will file the remaining five copies in 
his pending file. When the proprietor desires to mal-e shipment, he will return 
his copy of Form 286 to the storekeeper-gauger in charge and furnish him a 
complete description of the brandy to be shipped. Where shipment is not made 
within the 90-day period, the distiller will return his copy of Form 286 to the 
storekeeper-gauger in charge unless otherwise directed by the district supervisor. 
In the event he fails to do so, the storekeeper-gauger in charge will advise thn 
proprietor that Form 236 has expired and request the return of the pro- 
prietor's copy, unless otherwise directed by the district supervisor. The store. 
keeyer-gauger in charge will then send all six copies of Form 236 to the district 
supervisor for cancellation and return to the storekeeper-gauger in charge at 
the receiving warehouse for adjustment of his record and return to the applicant. 
(Sec. 8176, I. R. C. ) 

SEc. 184. 816. REPCRT oF GAUGE — Unless previously packaged, the brandy will 
be drawn from the receiving or storage tanks into packages, gauged, marked, and 
branded, or into a weighing tank. , gauged, and run by pipe line into a proper)I 
equipped railroad tank car. The quantity transferred shall not exceed the maxh 
mum stated in the application. The details of the gauge will be entered by the 
storekeeper-gauger on six copies of Form 1520. If the packages to be transferred 
were previously filled, the storekeeper-gauger will inspect them but will not re. 
gauge the same, unless the circumstances are such as to make a regauge advisabla 
Where packages previously filled are removed on the Ming gauge, the storekeeper 
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gaiig«mill Pi'ep &re six copies of Form 1520, copying the details from the report 
of the filling g&. uge. ( Secs. 2878, 2888, 3176, 4017, I. R. C. ) 

SEc 184 828. DISTILLER's ENTRY FOR DEPosiT. — When the brandy has been pacl-- 
agecl, or run into a railroad tanlc car and such tank car seal-locked, tlic store- 
keeper-gauger in charge will deliver all six copies ot Forms 230 and 15&20 to the 
clistiller. The distiller sliall, on the same date that the brandy is to be removed 
trom the clistillery, execute on I&'orm 28G the description of the packages or tonk 
car to be transferred and on I&'orm 1520 the entry for deposit. He shall imme- 
cliately return all copies of such fo&ans to the storekeeper-gauger in charge, who 
will release the brandy for shipment. (Secs. 2879(a), 3170, I. R. C. ) 

SEO. 184. 824. STCREKEEPER-GAUGER's CERTIFIcATK CF PiExzovAL. — Upon removal 
of the brandy, the storekeeper-gauger will execute his certificate of gauge and 
removal on Form 286. The storekeeper-gauger in charge will attach oi!e copy of 
I&'orm 1520 to each copy of Form 2M. He will retain one copy of each f&&rm, fui. — 

nish one copy of each to the distiller, forward one copy of each to the supervisor- 
consignor, and forward one copy of each to the proprietor of the receiving ma! c- 
house and two copies of each to the storekeeper-gauger in charge at the receiving 
ivarehouse. &&Vhen shipment is made by truck, one of the two sets of forms for 
the storekeeper-gauger in charge at the receiving warehouse will be sealed in an 
envelope addressed to such storekcieper-gauger in charge and handed to the person 
in charge of the truck tor delivery to him. (Secs. 2878, 2883, 8170, 817G, I. lt. C. ) 

SEO. 184. 827, S roREI KEPER-GAUGER s REGEIPT CF Bi&ANDY AT WAREEICUsE. — After 
the br andy has been deposited in the receiving warehouse, the storel-eeper-gau . er 
will execute his receipt on both copies of I&'orm 280. The storelzeeper-gauger in 
charge vill retain one copy each of Forms 230 a»d 1, &20 and forward one copy of 
each iorm to the district supervisor, No withdraival or transfer i» bond of brandy 
received at the warehouse will be made until the two sets of Forms 280 and 15&20 

have been received by the storel-eeper-gauger in charge. (Secs. 2878, 2883, 3170, 
I. R. C. ) 

TRANSFER To WAREIZOUSE OFF DISTILLERY PREMISES IN DIFI"ERENT DISTRICT. 

SEc. 184. 828. APPLICATION, Foazz 286. — Where brandy is to be entered for de- 
posit in an internal revenue bonded wai'chouse located in a different supervisory 
district than the distillery, the Proprietor of the receiving warehouse shall execute 
an application for the transfer of the brandy on Form 2M. The applicant shall 
enter all applicable data indicated by the form, including the maximum quantitv 
in tax gallons to be transferred in any one truck, railroad car, or other vehicle. 
He shall prepare an original and six copies of Form 2M and give them to the store- 
keeper-gauger in charge of the receiving warehouse. (Secs. 2878, 2888, 8170, 
I. R. C. ) 

SEc. 184. 829. SICREKEF&ER-GAUGER s CER'I'IFIcATE oF iSziFF&cIENOY oF WAREIICUSK 
RoND. — Upon receipt of Form 2M by the storekeeper-gauger in charge of the 
warehouse, he ivill compare tlie penal sum of the bond as stated in the applica- 
tion ivith his record furnished by the district supervisor pursuant to Regulations 
10 (20 CI&'R, Part 185). If the bond is given in the maxiinuzn penal sum of 
$200, 000, he will certify to the sufficiency thereof on Form 230 and for&vard all 
seven copies of the form direct to the storekeeper-gauger in charge at the 
distillery. If the bond is given iu less than the maxi!num penal sum, the store- 
keeper-gauger in charge will letermine from his records whetlier the tax liability 
on the quantity of brandy represented by the Form 2M, plus the quantity of 
spirits stored in the warehouse, plus the quantity represented by all outstan&ling 
approved Forms 280, is within the limits of the penal sum of tlie transportation 
and warehousing bond. If so, be will certify to the suthciency of the bond on 
Form 280, record such certification in his records, and forward all seven copies 
of the form direct to the storekeeper-ganger in charge at the distillery. If the 
transportation and warehousing bond is not sutficient, he will certiiy to that fact 
on Ieorm 230 and return all seven copies to the proprietor. All applications oil 
For!» 230 will expire 90 days (three calendar months) t'rom the date of 
execution of the storekeeper-gauger's certificate of bond coverage, provided that 
the supervisor-consignor may authorize an extension of 10 days if the proprietor 
furnishes a su)I)cleat basis for such extension and the definite assurance tliat 
shipznent mill be made mithin such time. (Sec. 8170, I. R, . C ) 

SEC. 184. 329a. RRANDY To BE TRANs!KRRED. — Upon receipt. Of Foim 930 
storekeeper-gauger in charge at the distillery will mark one & opy "proprietoi's 
copy" and give it to the proprietor. He ivill file the reins, ining six copies in his 
pe»din~ file. Vv'hen the proprietor clesires to make shipinent, he will return his 

g 
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copy of Form 280 to the storekeeper-gauger in charge and furnish him a complete 
description of the brandy to be shipped. Where shipment is not made with1n 
the 9(Lday period, the distiller will return his copy of Form 286 to the storekeeper- 
gauger in charge unless otherwise directed by the supervisor-consignor. In the 
event he fails to do so, the storekeeper-gauger in charge will advise the proprietor 
that Form 286 has expired and request the return of the proprietor's copy, unless 
otherwise directed by the supervisor-consignor. The storekeeper-gauger in 
charge mill then send all seven copies of Form 2M to the supervisor-consignor 
for cancellation and return to the storekeeper-gauger in charge at the receiving 
warehouse for adjustment of his record and return to the applicant. (Sec. 
8170, I. R. C. ) 

SEc. 184. 880. REPoRT ol GAUGE. — Unless previously packaged, the brandy wfil 
be drawn from the receiving or storage tanks into casks or packages, gauged, 
marked, ancl branded, or into a weighing tank, gauged, and run by pipe line into 
a properlv equipped railroad tank car. The quantity transferred shall not 
exceed the quantity stated in the application. The details of the gauge will be 
entered by the storekeeper-gauger on seven copies of Form 1520. If. the packages 
to be transferred were previously filled, the storekeeper-gauger will inspect them 
but will not regauge the same, unless the circumstances are such as to make a 
regauge advisable. Where previously filled packages are removed on the filling 
gauge, the storekeeper-gauger will prepare seven copies of Form 1520, copying 
the details from the rePort of the filling gauge. (Secs. 2878, 2883, 8170, 4017, 
I. R. C. ) 

SKC. 184. 882. DIBTILLERB ENTRY FoR DEPosIT. — When the brandy has been 
packaged, or run into a railroad tank car and such tank car seal-locked, the store. 
keeper-gauger in charge will deliver all seven copies of Forms 2M and 1520 to 
the distiller. The distiller shall, on the same date that the brandy is to be 
remove l from the distillery, execute on Form 236 the description ot' the packages 
or tank car to be transferred and on Form 1520 the entry for deposit. He shall 
immedial. ely return all copies of such forms to the storekeeper-gauger in charge, 
who will release the brandy for shipment. (Secs. 2879(a), 8176, I. R. C. l 

SEO. 184. 388. STOREILEKPER-GAUGER s CERTIFIOATE oF REMOVAL. — Upon removal 
of the brandy, the storekeeper-gauger will execute his certificate of gauge and 
removal on Form 286. The storekeeper-ganger in charge will attach one copy 
of For1n 1520 to each copy of Form 280. He will retain one copy of each form, 
furnish one copy of each to the distiller, forward one copy of each to the 
supervisor-consignor, and forward one copy of each to the proprietor of the re- 
ceivin, warehouse and three copies of each to the storekeeper-gauger in charge 
at the receiviug warehouse. When shipment is made by truck, one of the three 
sets of forms for the storekeeper-gauger in charge at the receiving warehouse 
will be sealed in an envelope addressed to such storekeeper-gauger in charge and 
harded to the person in charge of the truck for delivery to him. (Secs. 2878, 
2888, 8170, I. R. C. ) 

SEC. 184. 884. STCREKEKPER-GAUGER s RKcEIPT oF BRANDY AT WARENCUsE. The 
storekeeper-gauger at the receiving warehouse will examine the shipment upon 
its arrival and ascertain and note any losses or discrepancies as provided in sec- 
tions 184. 325 and 184. 826. After the brandy has been deposited, the storekeeper- 
gauger will execute his receipt on the three copies of Form '286. The storekeeper- 
gauger in charge will retain one copy each of Forms 286 and 1520, and forward 
two copies of each form to the supervisor of. his district. The district supervisor 
will retain one copy of e'ach form and forward the remaining copy of each to the 
sup rvisor of the district from which the brandy was transferred. No with- 
drawal or transfer in bond of brandy received at the warehouse vill be made 
until the three sets of Forms 2M and 1520 have been received by the storekeeper- 
gauger in charge. (Secs. 2878, 2888, 8170, 8176, I. R. C. ) 

ARTICLE XLI. — CONCERNING LOCKS AND SEALS. 

SEc. 184. 446. STGREI KEPER-GAUGER s REcoRD CI' CAP AND LCOK SEALs. — A record 
of cap and lock seals received and used at each fruit distillery will be kept bV 
storekeeper-gaugers on Form 289, "Storekeeper-gauger's Record and Report oI 
Government Property, " in accordance with the titles of the columns and lines 
and the instructions on the form. Form 289 will be kept in the Government cabi- 
net when not in use. (Sec. 8176, I. R. C. ) 

SEC. 184. 447. STCRKKEEPER-GAUGER s REPCRT oF GCVKRNMENT PRCPERTY. — On or 
before the 5th day of the month suceeding that for which the transactions are 
reported, the storekeeper-gauger will prepare a monthly report on Form 289 



[Regs. 10, ((I 185, 154, ctc. 

"Storel eeper-gauger's Record and Report of Government Property" of all Gov- 
e»ment pI'ope) ty at the fruit distillery. Ii'orm 289 will be prepared, in duplicate, 
In accordance mii'h the titles of the columns and lines and the instructions on the 
form. He will formard the original to the district supervisor and retain the 
copy for his files. (Sec. 3116, I. R. C. ) 

4. This Treasury decision shall be efrective on the thirty-first day 
after the date of' its publication in the Federal Register. 

(This Treasury decision is issued under the authority contained in 
sections 2878, 2879 (a, ), 2888, 8170) 8176) and 4017 of the Internal Reve- 
nue Code (IT. S. C. , Title 26, sections 2878, 2879 (a), 2883, 3170, 8176) 
and 4017) . ) 

GEO. J. SCHOENEEIAN) 
CommissI'oner. 

Approved February 4, 1948. 
A. L. hM. JIGGINS) 

Acting Secretary of the Treasury. 
(Published in the I&'ederal Register February 10, 1948. ) 

REGULATIov's 10) SEGTIQNs 185 154) 185 155) 
185. 215, ETC. 

1948~12752 
T. D. 5603 

TITLE 26 — INTERivAL REVENUE. — CHAPTER I, SUBCHAPTER C, PART 185. — 
WAREHOUSIiVG OF DISTILLED SPIRITS. 

Amending Regulations 10. 

TREASURY' DEPARTMENT) 
OFFICZ OI' COMBIISSIOivZR OF INTERNAL REVENUE) 

IVashington 8o) D. C. 
To District Supervisors and Others Concerned: 

1. . On October 7, 1947, a notice of proposed rule making regarding 
vrarehousing of distilled spirits was published in the Federal Register 
(12 F. R. ) 6602) . 

2. After consideration of such relevant matter as was presented 
by interested persons, the following added sections 185. 112a, 185. 298a, 
185. 298b) 185. 812a) 185. o12b, and 185. 812c, and amendments of sections) 
185 154) 185 155) 185 215) 185 272) 185 298) 185 299) 185 800) 185 801) 
185. 802, 185. 810, 185. 811, 185. 812, 185. 813) 185. 814) 185. 866) 185. 471, 
185. 494, and 185. 495 of Regulations 10, approved May 20, 1940 (26 
CFR, Part 185), are hereby adopted. 

8. These amendments are designed to simplify the procedure gov- 
erning the transfer in bond of distilled spirits from registered and 
fruit distilleries to internal revenue bonded warehouses and transfers 
in bond between internal revenue bonded warehouses. 

ARTIcLE XV. — AcTIGII Bv DIsTRIGT SIIPERvIBGR. 

ORIGINAL ESTABLISHMEVi T. 

SEc. 185. 112a. XGTIcz GE PENAL SIIM ol" RGIIB. — The district supervisor will in- 
form the storekeeper-gauger in charge of each internal revenue bonded ware- 
house in his district of the penal sum of the approved transportation and ware- 
housing bond. The district supervisor will advise the storekeeper-gauger cur- 
rently of any change in the penal sum of such bond. (Sec. 8176, I. R. C. ) 
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AnrIOLE XIX. — DKPoslT oi' SPIRiTs IN WAREHCUBE. 

SPIRITS RECEIVED IN CASKS OR OTHER APPROVED CONTAINERS. 

SEc, 185. 1O4. DIsrosITION oF DEPosIT FoRMS. — Where spirits are received from 
a distillery operated by the proprietor on the same or contiguous premises, the 
storekeeyer-gauger in charge at the receiving warehouse will retain the cpyy 
of Form l520 covering the deposit of the spirits. Upon the deposit of spirits 
received from a distillery not operated by the proprietor of the warehouse on the 
same or contiguous premises, or from another bonded warehouse, the storekeeper 
gauger at the receiving lvarehouse will, after ascertaining and noting losses pr 
discrepancies a. s provided in sections 18O. 151, 185. 152, ancl 185. 158, execute his 
certificate of receipt on each copy of Form 286 received from the storekeeper 
gauger in charge at the distillery or shipping warehouse. The storekeeper. 
gau "er in charge will reta. in one copy of such form, with Form 1520, 1619, or 1620 
attached, and forward the remaining copies of each form, one in the ease of spirits 
received from distilleries and warehouses in the same district and two in the 
case of spirits received from distillcries and warehouses in other districts, tp 
the supervisor of his district. The district supervisor will retain one copy pf 
each form, and, where tlie distillery or warehouse from which the spirits were 
received is located in another district, will transmit one copy of each form tp 
the supervisor of such district. Where cases of bottled-in-bond spirits are re- 
ceived from the bottling-in-bond department, the storekeeper-gauger in charge 
will retain Form 1620. (Sec. 8176, I. R, C. ) 

SUFFICIENCY OF BOND. 

SKC. 185. 155. STQREKEEPER-GAUGER To BE INFORMED. — Whel'e spll'its al'e received 
for deposit from a distillery operated by the proprietor of the warehouse on the 
same or contiguous premises, and the penal sum of the transportation and ware- 
housing bond is less than the maximum of $200, 000, as shown by the record fur- 
nished by the district supervisor pursuant to section 185. 112a, the storekeeper- 
gauger in charge of the warehouse will see that the tax liability on the quantity of 
spirits deposii. ed in the warehouse, plus the tax liability on the spirits represented 
by all outstanding approved Forms 286 (sections 185. 298a and 185. 812a) is within 
the limits of the penal sum of the bond. Such information shall also be fur- 
nished whe~e brandies are blended under the provisions of section 2801(e) (5), 
I. R. C. (when the penal sum of the bond is less than the maximum), and the 
storekeeper-gauger shall see that the penal sum of the bond is suf5cient to cover 
the additional tax of 80 cents a proof gallon on all blended brandy on hand or in 
transit to the warehouse at any one time as well as the tax under section 
2800(a) (1), 1. R. C. , on all brandy on hand at any one time. (Secs. 2801(e) (5), 
2879, 8176, I. R. C. ) 

ARTIcLE XX I I LossEs oF DIsTILLED SPIRITs BY THKFTj AccIDENT) oB OTHERwlsn 
THAN BY LEAIcAGE oR EvAPORATION, IN WAREHOUsE QR IN TRANsIT THERET0, 
ExcEPT LossEB FROM SToRAGE TANKs oR STEEL DRUMs FILLED THEREFROM pr 
BRANDY OR FRUIT SPIRITS IiVTENDED FOR FORTIFICATION OF WINE. 

SEc. 185. 215. EXAMINATIoN OF CLAIM. — When an application for remission of tax 
is received by the district supervisor, he will carefully examine the same to see 
that all the required information has been furnished, and will cause such investi- 
gation to be made or require such additional evidence to be submitted as he mny 
deem necessary. Upon completion of his investigation, if any, the district super- 
visor will forward one complete copy of the claim and accompanying papers, 
together with any pertinent reports and documentary evidence, including, in the 
case of losses in transit to a bonded warehouse, a copy of the Form 1520, 1619 
I620 or a transcript of the storekeeper-gauger's notation thereon, or other report 
to the Commissioner with his recommendation in respect to the allowance or dis 
allowance of the claim. (Sec. 8176, I. R. C. ) 

ARTIcLE XXVI. — WITHDRAWAL oF DrsTILLKD SPIRITB FRoM WAREHoUsE. 

RECORDS A1VD REPORTS. 
SEC. 185. 272. FIr. ING or WITHDRAwAI, PAPERS. — All copies of the withdl'awal 

papers, Forms 179, 206, 286, 257, 548, 578, 655, 1518, 1519, 1520, 1619, and 162pi 
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retained bV the storekeeper-gauger upon the withdrawal of distilled spirits from 
the warehouse and the copy of Ii'orm 1085 retained by him upon completion of 
brandy-blending operations, as hereinafter provided, shall be filed by him in thp, 
manner prescribed in sections 185. 405 to 185. 471, inclusive. (Secs. 2801(e) (5), 
8176, I. R. C. ) 

A TIc E XXXII. — TRANsFERs IN BoND BETlvEEN INTERNAL REivKNUK BoNDED 
WAREHOUSES. 

TRANSFERS RKTWELiN WARKIIOUSES IN SAME DISTRICT. 

SKC. 185. 298. APPLIcATICN, FQRM 280. — Where the transfer is to be I»ade between 
bonded &varehouses in the same supervisory district, the proprietor of the receivi»g 
warehouse shall execute an application for the transfer of the spirits on k'orm 
230, The applicant shall enter all applicable data indicated by the forln, inchld- 
ing the maximum quantity in tax gallons to be transferred in any one truck, 
railroad car, or other vehicle. He shall prepare an original and five copies of 
Form 230 and give them to the storekeeper-gauger in charge oi the receivi»g ware- 
house. (Sees. 287o, 8176, I. R. C. ) 

Ssc. 185. 298a, STCREKKKPER-GAUGER s CERTIFIOATE ol' SUFFIcIKNOY oF BCND, — 
Upon receipt of Form 28G by the storekeeper-gauger in charge, he will compare the 
penal sum of the bond as stated in the application with his record furnished by 
the district supervisor pursuant to section 185. 112a. If the warehouse bond is 
given in the lnaximum penal sum of $200, 000, he will certify to the sufliciency 
thereof on Form 236, and forward all six copies of the form direct to the store- 
keeper-gau er in charge at the shipping warehouse. If the warehouse bond is 
given in less than the maximum penal sum, the storekeeper-gauger in charg 
will determine from his records whether the tax liability on the quantity of 
distilled spirits represented by the Form 280, plus the quantity of distilled 
spirits stored in the warehouse, plus the quantity represented by all outstanding 
approved Forms 230, is within the limits of the penal sum of the transportation 
and warehousing bond. If so, he will certify to the sufficiency of the bond on 
Form 230, record such certification in his records, and forward all six copies 
of the form direct to the storekeeper-gauger in charge at the shipping warehouse. 
If the transportation and warehousing bond is not sufficient, he will certify to 
that fact on Form 280 and return all six copies to the proprietor. All applica- 
tions on Form 280 will expire 90 days (three calendar months) from the date 
of the execution of the storekeeper-gauger's certificate of bond coverage, provided 
that tlie district supervisor may authorize an extension of 10 days if the 
proprietor furnishes a suificient basis for such extension and the definite assurance 
tlmt the shipment will be made within such time. (Secs. 2875, 8176, I. R, C. ) 

SEc. 185, 298b. SIIRITs To RE TRANSFEREE, — Upon receipt of Form 230, the 
storekeeper-gauger in charge at the shipping warehouse will mark one copy 
"pioprietor's copy" and give it to the proprietor. He will file the remaining 
five copies in his pending file. When the proprietor desires to niake shipment, 
he will return his copy of Form 280 to the storekeeper-gauger in charge and 
fur~ish him a complete description of the spirits to be shipped. Where shipment 
is not made within the 90-day period, the proprietor will return his copy of 
Form 286 to the storekeeper-gauger in charge unless otherwise directed by the 
district supervisor. In the event he fails to do so, the storekeeper-gauger in 
charge will advise the proprietor that Form 286 has expired and request the 
return of the proprietor's copy, unless otherwise directed by the district super- 
visor. The storekeeper-gauger in charge will then send all six copies of Form 
230 to the district supervisor for cancellation and return to the storekeeper- 
gauger in charge at the receiving wareh'ouse for adjustment of his record and 
return to the applicant. (Secs. 2875, 3176, I. R. C. ) 

SEc, 18:. &. 299. TRANsFKRs IN PAOKAGEs. — If the sPirits to be transferred are in 
original packages or in packages filled from warehouse storage tanks, or are 
blended brandies in packages filled in the brandy-blending department, tiie store- 
keeper-ganger shall inspect the packages designated by the proprietor to be 
transferred and supervise the weighing thereof as provided in the Gauging 
AIanuah He will prepare an ori" lnal and five copies of Form 1619 covering only 
the packa es to be shipped. The quantity to be transferred shall not exceed the 
maximum stated in the application. In the case of blended brandies the store- 
keeper-ganger shall also show on Form 1619 the date and serial number of the 
Form 1085 covering the blending of the brandies, the date of original entry of 
the oldest brandy in the blend, and the date of original entry of the youngest 
brandy ln the blend. The storel eeper-gauger in charge wvill give all six copies 
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of Forms 286 and 1619 to the proprietor, who shall, on the same date that the 
spirits are to be iransferred, execute on tlie six copies of Form 286 the descrip- 
tion ot i. he packages to be transferred. He will then return the six copies of 
the forms to the storekeeper-gauger in charge. Immediately after the packages 
are weighed for ti ansfer in bond, the proprietor may, if he so desires, take the 
proof of the spirits, provided such is done expeditiously and additional store. 
keeper-gaugers will not be required to supervise the operation. The taking of 
average of actual tare will not be permitted. If the warehouseman prepares a 
recorcl of such commercial gauge, two copies thereof will be given to the store- 
keeper-gauger, who will retain one copy and forward the other to the storekeeper 
gauger at the receiving warehouse, as liereinafter provided, for reference if clahn 
is filed for loss by theft, accident, or otherwise than by leakage or evaporation, 
or where claim is filed under section 2801(e) (5), I. R. C. , for losses from 
packages of blended brandies. Upon withdrawal for transfer the packages will 

be marked as provided in the Gauging Manual. Forms 286 and 1619 will be 
disPosed of in accordance with section 165. 810r (Secs. 2801(e) (5), 2875, 8176, 
I. R. C. ) 

SEO. 185. 800. TBANsFEBs zN CAsxs. — If the sPirits to be transferred were bottled 
in bond before tax-payment, the storekeeper-gauger will inspect the cases desig- 
nated by the proprietor to be transferred. He will prepare an original and five 

copies of Form 1620 covering only the cases to be shipped. The quantity to be 
transferred shall not exceed the maximum stated in the application. The store- 
keeper-gauger in charge will give all six copies of Forms 286 and 1620 to the pro- 
prietor, vvho shall, on the same date that the spirits are to be transferred, execute 
on the six copies of Form 286 the description of the cases to be transferred. He 
will then return the six copies of the forms to the storekeeper-gauger in charg'e. 
Upon withdrawal for transfer, the word "Transferred" followed by the date of 
transfer, the word "To, " the number of the receiving warehouse, and the State in 
which such warehouse is located, will be plainly ancl durably stenciled or stamped 
upon the Goverr ment side of each case in letters and figures not less than three- 
eighths inch in height. These marks may be abbreviated as follows: 

Trans. 8 — 29-1988 

To I. R. B. W. 25 Ã. Y. 

Where there is insufiicient space on the Government side of the ease, these marks 
may be placed upon another side of the case. Forms 286 and 1620 will be disposed 
of in accordance with section 185. 810. (Secs. 2875, 8176, I. R. C. ) 

SEO. 185. 801. TRANSFER IN TANK. CABB. — If the spirits to be transferred are in a 
previously filled tank car designated by the proprietor to be transferred, the 
storekeeper-gauger will inspect the car and prepare an original and five copies 
of Form 1520, copying the details from the entry Form 1520, except that if the 
contents of the tank car were previously regauged ov&ing to evidence of loss of 
spirits therefrom by theft, accident, or otherwise than by leakin or evaporation, 
the transfer Form 1520 will show both the original contents and the contents dis- 
closed by the regauge. The quantity to be transferred shall not exceed the maxi- 
mum stated in the application. The storekeeper-gauger in charge will give all 
six copies of Forms 286 and 1520 to the proprietor, who shall, on the same date 
that the spirits are to be transferred, execute on the six copies of Form 286 the 
description of the tank car to be transferred. He u ill then return the six copies 
of the forms to the storekeeper-gauger in charge. When the tank car is released, 
the key of each seal lock thereon will be forwarded on the day of shipment by the 
storekeeper-gauger in charge at the transferring warehouse to the storekeeper- 
gauger in charge at the receiving warehouse. I'orms 286 and 1520 will be disposed 
of in accord mce with section 185. 810. (Secs. 2675, 8176, I. R, . C. ) 

SEO. 185. 802. TBANsFEBs FBGAr SToRAGE TANKs& IN PAOKAGEs oR TANK. CARs. — If 
the spirits desiguated by the proprietor to be transferred are in storage tanks 
they will be drawn into packages, ga. uged, marked, and branded, or run into a 
v;eighing tank, gauged, anil conveyed by pipe line into a railroad tanl- car, con- 
structed and marked as hereiuatter provided. The storekeeper-gauger will pre- 
pare a report of the gauge on an original and five copies of Form 1520, and note 
on each copy of the form the proof at which the spirits were distilled. 
quantity to be transferred shall not exceed the maximum stated in the applica- 
tion. The storekeeper-gauger in charge will give all six copies of Forms 286 and 
1520 to the proprietor, who slrall, on the same date that the spirits are to be 
transferred, execute on the six copies of Form 286 the description of the packages 
or tank car to be transferred. He will then return the six copies of the forms to 
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the storekeePer-gauger in charge. Forms 236 aml 1520 will be disposed of in 
accordance with section 18o. 810. (Secs. 2875, 8176, I. R. C. ) 

Szc. 185. 810. STOREEEEPER G~IIDER $ CERTI1i IGNITE oF RE5rovAL. — Upon removal 
of the spirits, the storel-eeper-gauger will execute his report of inspection or 
gauge and removal on the six copies of Form 286. Where the application, Form 
286, covers spirits in packages or tank car, the storekeeper-gauger will attach 
one copy of Form 1520 or Form 1619, as the case may be, to each copy of Form 
236. Where the application covers spirits in cases, the storel-eeper- auger will 
attach one copy of Form 1620 to each copy of Form 286. The storekeeper-gauger 
in charge will retain one copy of each form, furnish one copy of each fornr to 
the proprietor of the shipping warehouse, forward one copy of each form to the 
supervisor-consignor, forward one copy of each form to the proprietor of the 
receiving warehouse and two copies of each form to the storekeeper- auger in 
charge at such warehouse, with a copy of the proprietor's commercial gauge (if 
any) of packages. Where shipment of packages or cases is made by truck, one 
of the sets of Forms 286 and 1619, or 1620, for the storel-eeper-gauger in charge 
at the receiving warehouse will be sealed in an envelope addressed to such store- 
keeper-gauger in charge and handed to the person in charge of the truck for 
delivery to him. (Secs. 2875, 8170, 8176, I. R. C. ) 

Szc. 185. 311. STOREEEEPER-Garrnzz's RzczIPT oF SPIRITs +T W&REIIousz. — Upon 
receipt of the spirits at the receiving warehouse, the storekeeper-gauger will 
examine the shipment and will ascertain and report losses or &iscrepancies, as 
provided in sections 185. 151, 185. 152, and 185. 158. The proprietor may weigh 
and take the proof of the spirits, if desired, under the conditions specified in 
section 185. 150. The storel-eeper-gauger will execute his certificate of receipt 
on each copy of Form 286, retain one copy each of Form 286 and Form 1520, Form 
1619, or Form 1620, attached thereto, and forward one copy of each form to the 
district supervisor. No withdrawal or transfer in bond of spirits received at 
the Ivarehouse will be made until the two sets of Form 286 and Form 1520, Form 
1319, or Form 1620, as the case may be, have been received by the storekeeper- 
gauger in charge. The storekeeper-gauger will report on Form 1518 the original 
tax gallons contained in all packages received regardless of any losses in transit. 
Ho~ever, any package lost in transit will not be reported on Form lo13 but will 
be reported by the district supervisor in the warehouse account, Form 1514, for 
the State in which the receiving warehouse is located, in the manner indicated 
by the form. (Secs. 2875, 8176, I. R. C. ) 
TRANSFERS IN BOND BETWEEN INTERN~ REVENLE BONDED W~EIIouszs IN DIFI'ERENT 

DISTRICTS. 

SEC. 185. 812. APPLIOETIDN, Four 286. — Where the transfer is to be made between 
warehouses in different districts, the proprietor of the receiving warehouse shall 
execute an application for the transfer of the spirits on Form 286. The applicant 
shall enter all applicable data indicated by the form, including the maximum 
quantity in tax gallons to be transferred in any one trucl. -, railroad car, or other 
vehicle. He shall prepare an original and six copies of Form 236 and give them 
to the storekeeper-gauger in charge of the receiving warehouse. (Secs. 2875, 
8176, I, R. C. ) 

Szc. 185. 312a. CERTIFICATE oF SIIFFIcIENCT oF BOND. — Upon receipt of Form 286 
by the storekeeper-gauger in charge, he will compare the penal sum of the bond 
as stated in the application with his record furnished by the district super- 
visor pursuant to section 185. 112a. If the warehouse bond is given in the maxi- 
mum penal sum of $200, 000, he will certify to the suificiency thereof on Form 286, 
and forward all seven copies of the form direct to the storekeeper-gauger in 
charge at the shipping warehouse. If the warehouse bond is given in less than 
the maximum penal sum, the storekeeper-gauger in charge will determine from 
his records whether the tax liability on the quantity of distilled spirits repre- 
sented by the Form 286, plus the quantity of distilled spirits stored in the ware- 
house, plus the quantity represented by all outstanding approved Forms 286, 
is within the limits of the penal sum of the transportation and warehousing 
bond. If so, he will certify to the suificiency of the bond on Form 286, record 
such certification in his records, and forward all seven copies of the form direct 
to the storekeeper-gauger in charge at the shipping warehouse. If the trans- 
portation and warehousing bond is not suflicient, he vill certify to that fact 
on Form 286 and return all seven copies to the proprietor. All applications 
on Form 286 will expire 90 days (three calendar months) from the date of the 
execution of the storekeeper- auger's certificate of bond covera e, provided that 
the supervisor-consignor may authorize an extension of 10 days if the proprietor 
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furnishes a sufiicient basis for such extension and the definite assurance that 
shipinent will be made within such time. (Secs. 2875, 8176, I. R. C, ) 

SEc. 185. 812b. SPIBITs To BE TRANBPEBRED. — Upon receipt of Form 286, the 
storekeeper-gauger in charge at the shipping warehouse will mark one copy 
"proprietor's copy" and give it to the proprietor. He will file the remaining six 
coPies in his Pending file. When the ProPrietor desires to make shiPment, he wfil 

return his copy of Form 286 to the storekeeper-gauger in charge and furnish him 

a complete descriytion of the spirits to be shipped. Where a shipment is not made 
within the 90-day period, the proprietor will return his copy of Form 286 to the 
storekeeper-gauger in charge unless otherwise directed by the suyervisor-con- 
signor. In the event he fails to do so, the storekeeper-gauger in charge will advise 

the proprietor that Form 286 has exyired, and request the return of the propri- 
etor's copy, unless otherwise directed by the supervisor-consignor. The store. 
keeper-gauger in charge will then send all seven copies of Form-2M to the super- 
visor-consignor for cancellation and return to the storekeeper-gauger in charge 
at the receiving warehouse for adjustment of his record and return to the appli- 
cant. (Secs. 2875, 8176, I. R. C. ) 

SEc. 185. 812c. TRANBPEBs IN FAOKAGES, CAsEs, AND TANK CAR. — Spirits 1Q 

original packages, or in packages filled from warehouse storage tanks, will be 
transferred in accordance with the provisions of section 185. 299, except that ao 
additional copy of Form 1619 will be prepared. Spirits in cases, bottled in bond 

before tax-payment, will be transferred in accordance with the provisions of sec- 

tion 185. 800, except that an additional copy of Form 1620 will be prepared. 
Spirits in a previously filled tank car will be transferred in accordance with the 
provisions of section 185. 801, except that an additional copy of Form 1520 will be 
prepared. If spirits to be transferred are in storage tanks, they will be drawn 
into packages or into a tank car and then transferred in accordance with the 
provisions of section 185. 802, except that an additional copy of Form 1520 will be 
prepared. Forms 286 and 1520, 1619, or 1620 will be disposed of in accordance 
with section 185. 818. (Secs. 2875, 8176, I. R. C. ) 

SEO. 185. 818. STCREKEEPEB-GAUGER'8 CEBTIPIOA. TE oP REMovAI. — Uyon removal 
of the spirits, the storekeeper-gauger will execute his report of insyection or 
gauge and removal on the seven copies of Form 286. Where the application, 
Form 286, covers spirits in packages or tank cars, the storekeeper-gauger will 
ati, ach one copy of Form 1520 or Form 1619, as the case may be, to each copy 
of Form 286. Where the application covers spirits in cases, the storekeeper- 
gauger will attach one copy of Form 1620 to each copy of Form 286. The store- 
keeper-gauger in charge will then retain one copy of each form, furnish one 
copy of each form to the proprietor of the shipping warehouse, forward one 

copy of each form to the supervisor-consignor, forward one copy of each form to 
the proprietor of the receiving warehouse, and three coyies of each form to 
the storekeeper-gauger in charge at such warehouse, with a copy of the pro- 
prietor's commercial gauge (if anv) of packages. Where shipment of packages 
is made by truck, one of the sets of Forms 286 and 1619 or 1620, for the store- 
keeper-gauger in charge at the receiving warehouse will be sealed in an envelope 
addressed to such storekeeyer-gauger in charge and handed to the person in 
charge of the truck for delivery to him. (Secs. 2875, 8176, I. R. C. ) 

SEc. 185. 814. STCB~EB-GAUGERs REGEIPT CP SPIBITS AT REOTavING WABI- 
HQUsE. — Upon receipt of the spirits at the receiving warehouse, the storekeeper- 
gauger will examine the shiyment and will ascertain and report losses or 
discrepancies, as provided in sections 185. 151, 185. 152, and 185. 158. The pro- 
prietor Inay weigh and take the proof of the spirits, if desired, under the con- 
ditions specifie in section 185. 150. The storekeeper-gauger will execute his 
certificate of receipt on each copv of Form 2M, retain one copy of each Form 
2M and Form 1520, Form 1619, or Form 1620 attached thereto and forward 
two copies of each form to the supervisor of his district. The district super- 
visor will retain one copy of each form and will forward one copy of each to 
the supervisor of the district from which the shipment was made. No with- 
drawal or transfer in bond of spirits received at the warehouse will be made 
until the three sets of Forms 286 and 1520, 1619, or 1620, as the case may be, 
have been received by the storekeeper-gauger in charge. The storekeeper- 
gauger will report on 'Form 1518 the original tax gallons contained in all 
packages received regardless of any losses in transit. However, any package 
lost in transit will not be reported on Form 1518 but will be reported by the 
supervisor-consignee in the warehouse account, Form 1514, for the State in 
which the receiving warehouse is located in the manner indicated by the form 
(Secs. 2875, 8176, I. R. C. ) 
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TICLE XXXIII. — EXPGRTATIGN GF DisTILIED SPIRITs FREE oF TAX. 

BOTILING I'OR TKbIPORARX STORAGE DEFOIK', EXPORTATION. 

Src. 1S5. 360. TB1NsrER IIKTwEKN WARKIIOUGKs. — Whenever it is desired to 
transfer distilled spirits, which have been bottled in boml for export and which 
are stored in a bonded warehouse, to anot. her internal revenue bonded warehouse 
for storage, prior to direct expoi. tation or transportation for export, the pro- 
prietor of the receiving warehouse shall cxccute an application for traiisfcr of the 
spirits on Form 230. If the transfer is to be made between bonded warehouses 
in the sanie district, an original and five copies of I&'orm 230 will be prepared, 
and if the transfer is to be made between bonded warehouses in different dis- 
tricts, an original and six copies of Form 230 will be prepared. The applicant 
v;ill enter all applicable data indicated by the forin, and will also enter thereon 
the statement, " To be rcceivecl and deposited for storage for export. " The Forms 
230 will be filed and disposed of in accordance with section 185. 298 or 185. 312, 
as the case may be. The cases will be inspected, transferred, received, ex- 
amined, and reported in the manner provided by sections 1S5. 297 to 185. 314, 
inclusive, in so far as they relate to the transfer of spirits bottled in bond before 
taxpayment. (Secs. 2875, 3176, I, R. C. ) 

ARTIcLK XL. — STOREKEEP~-GAUGE's FIIEs AND REcoPDs. 

Src. 185. 471. FIIIvG oF WITHDRAwAL FGRMs AND APPLIcATIGNs. — The copies of 
the reports of the withdrawal gauge, Form 1520, or the reports of removal for 
transfer in bond, Form 1619 or Form 1620, as the case may be, retained by the 
stor. ekeeper-gauger will be filed separately, in chronological order, according to 
the date of withdrawal noted at the bottom of the forms. The storekeeper- 
gauger's copies of withdrawal applications, Forms 179, 206, 230, 257, 543, 5&73, 

655, 1518, lo19, ancl 1685, may be filed together or separately by form number, in 
chronological order in the same manner as the withdrawal forms. The ivith- 
drawal reports and applications for each month will be separated in the file by 
proper markers, and each file will be appropriately marked to show the kind of 
forms contained therein and the period covered thereby. (Secs. 2801(e) (5), 
3176, I. R. C ) 

ARTIcLE XLV. — CGNcKRNING Locics AND SEALs. 

Src. 185. 494. STGR zEEPER-GAUGER s REcoRD oF CAP AND LOCK SEAI. S. — A record 
of cap and lock seals received and used at each internal revenue bonded ware- 
house will be l-ept by storel-eeper-gaugers on Form 289, "Storekeeper-gauger's 
Record and Report of Goverument Property, " in accordance with the titles of 
the columns and lines and the instructions on the form. Form 289 will be kept 
in the Government cabinet when not in use. (Sec. 3176, I. R. C. ) 

SEc. 185. 49o. STOBKKEEPKB-GAUGEB s REPGBT oF GovERNMENT PRGPERTY. — On or 
before the 5th day of the month succeeding that for which the transactions are 
reported, the storekeeper-gauger vill prepare a monthly report on Form '&89, 

"Storekeeper- auger's Record and Report of Government Property, " of all Gov- 
ernment property at the warehouse. Forin 289 will be prepared, in duplicate, in 
accordance with the titles of the columns and lines and the instructions on the 
form. He will forward the original to the district supervisor and retain the copy 
for his files, (S c. 3176, I. R. C. ) 

2. This Treasury decision shall be effective on the thirty-first day 
after the date of its pubhcation in the Federal Register. 

(This Treasury decision is issued under the authority contained in 
sections 2801 (e) (5), 2875, 2879, 8170, and 3176 of the Internal Revciiue 
Code (U, S. C. , Title 26& sections 2801(e) (5), 2875, 2879, 8170, aud 
3176) . ) Gzo. J. SciiozvzbiAv, 

Commissioner. 
Approved February 4, 1948. 

A. L. M. AVIGGINs 

abating Secretary of the Treasury. 

(published in the Federal Register February 10, 1948. ) 
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REGULATIONS 11, SECTIONS 189 11i 189 18ai 
180. 128, and 189. 120. 

1948-2-12786 
T. D. SW7 

TITLE 26 INTERNAL RLVENUZ, CHAPTER Iy SUBCHAPTER C& PART IS9 
BOTTLING OI' TAX-PAID SPIRITS. 

Amending Regulations 11, 

TREASURY DEPARTMENTi 
OI'FICE OF COMMI 'SIGNER OF INTERNAL REVENUE, 

Waskinrjton 86, D. 0. 
To District 8Mperviisors and Others Concerned: 

1. The Act of July 14, 1947 (Public Lam 185, Eightieth Congress 
[C. B. 1047 — 2, 886]), amends subsection (b') of section 8170 of the 
Internal Revenue Code to read as follows: 

(b) DI»AwnAcK. — Upon the exportation of distilled spirits and wines 
manufactured or produced in the United States on vrhich an internal- 
revenue tax has been paid, and which are contained in any cask or 
pari»a e or in bottles packed in cases or other containers, there shall 
be alloweil, under regulations to be prescribed by the Commissioner, 
with the approval of the Secretary, a drawback equal in amount to the 
tax found to have been paid on such distilled spirits and wines: Provided, 
That such distilled spirits and wines have been packaged or bottled 
especially for export, under regulations prescribed by the Commissioner, 
with the approval of the Secretary. The Commissioner, ivith the ap- 
proval of the Secretary, is authorized to prescribe regulations governing 
the determination and payment of drawback of internal-revenue tax 
on distilled spirits and wines, including the requirement of such notices, 
bonds, bills of lading, arid other evidence of payment of tax and ex- 
portation as shall be deemed necessary. 

2. On October 10, 1947, notice of proposed rule-making regarding 
d. rawback on distilled spirits and wines v as published in the Federal 
Register (12 F. R. , 6695). 

8. Mter consideration of such relevant, matter as was presented by 
interested persons Regulations 11, approved May 20, 1040 (26 CFR, 
Part 180) are amended by adding section 189. 18a and amending sec- 
t, ions 189. 11, 189. 128, and 189. 129. 

4. These amendinents are designed to extend the provisions of the 
regulations to cover the packaging as well as the bottling of distilled 
spirits and mines especially for export with benefit of drawback. 

Ssc. 189. 11. ExPoRT SToRAGE RooM. — If the proprietor intends to bottle or 
package distilled spirits or wines for export with benefit of drawback, a separate 
room for the storage of such products exelusiveiv must be provided and a sign must 
be p!aced over the entrance doo» bearing the ivords " Export Storage Room. " The 
rocm must be constructed of substantial, solid materials: Provided, That the 
l&artitions separating such room from other parts of the tax-paid bottling house 
niay be constructed of expanded metal or woven wire of not less than 9-gauge 
nor more than 2-inch niesh, extending from the floor to the ceiling or roof. 
All windows, doors or other openings must be so constructed that they may 
be securely locked or fastened from the inside, except the entrance door, which 
roust be so constructed that it may be securely loci-ed from the outside of the 
room with a Government seal lock. (Sees. 2808, 2871, 8176, 8179(b), as amended, I. R. Ci. ) 

Szc. 189. 18a. PAcI»Aux Fiix. ixo TAN»»s. — Where distilled spirits or wines are 
to be pacl-aged especially for export with benefit of drawbacl», tanks suitable 
for the purpose, and constructed and equipped in accordance with the provisions 
and requirements of section 189. 18 governing the construction and equipment of 
bottling tanks shall be provided by the bottler. The bottling tank may be used 
as the package filling tank, provided it. is equipped with an approved outlet for 
fllling packages and such outlet is equipped for loci»ing with a Government 
seal lock wheu not in use. (Secs. 2808, 2871, 8170, 3179(b), as amended, I. R. C. ) 
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BOTPLINQ AND PAOEAQINQ OF DIRTILLED SPIRITs AND WINEs 
BQPEcIALLY FoR BEPQRT WITH BENEFIT QF DRAwRAOK. 

SEc. 189. 128. GEivERAL — Under the lair, clistilled spirits and wines manufactured 
or produced in the United States and on )vhich the internal revenue tax has been 
paid may be bottled or packaged especially for export at a tax-paid bottling 
house, and upon the exportation of the spirits or wines there may be allowed a 
drawback equal in amount to the tax found to have been paid thereon. (Secs. 
2803, 2871, 3176, 3179 (b), as amended, I. R. C. ) 

Ssc, 189. 129. PRocEDURE. — The bottling and packaging of distilled spirits und 
wines especially for export at a tax-paid bottling house, the storage of the spirits 
and wines pending exportation, the exportation of the spirits or wines, iucluding 
the lading thereof on vessels for use as ship's supplies and on aircraft for use 
as aircraft's supplies, and the allowauce of drawback thereon, shall be iu accord- 
ance with the provisions of Regulations 28 (26) CFR, Part 176). (Secs. 2803, 
2871, 3176, 3179(b), as amended, I. R. C. ) 

5. This Treasury decision shall be eAective upon publication in the 
Federal Register. (Secs. 2808, 2871, 8176, and 8179(b), as amended, 
I. R. C. (U. S. C. ) Title 26, 2808) 2871) 8176, and 8179 (b) ). ) 

GEo. J. SCIIOENEMAN, 
ComnIissi oner o f Internal Revenue. 

Approved January 18, 1948. 
A. I~. M. WIGGINS) 

Acting 8ecretary of the Treasury. 
(Published in the Federal Register January 20, 1948. ) 

REGULATIoNs 11, SEGTIoNs 189. 181 and 189. 185. 1948 — 18-12888 
T. D. 5619 

TITLE 26 — INTERNAL REVENUE. CHAPTER I, SUBCHAPTER C, PART 189. — 
BOTTLING OF TAX-PAID DISTILLED SPIRITS, 

Amending Regula. tions 11. 

TREASURT DEPARTMENT) 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE, 

TVashington 85) D. C. 
To District Supervisors and Others Concerned: 

1. On March 24, 1948, notice of proposed rule making, regarding 
bottling of tax-paid distilled spirits, was published in the Federal 
Register (12 F. R. , 1564). No objections to the rules proposed having 
been received, the following amendments of sections 189. 181 and 
189. 185 of Regulations 11 are hereby adopted. Such ainendments are 
necessary in order to provide the Commissioner with a copy of Form 
52 — D, "Monthly Record and Report of Tax-Paid Bottling House 
Operations, " as a necessary aid in the control of operations of tax-paid 
bottling houses and to make available required statistical information. 

2. Sections 189. 181 and 189. 185 of Regulations 11, "Bottling of 
Tax-Paid Distilled Spirits, " approved May 20, 1940 (26 CI'R, Part 
189) are hereby amended to read as follows: 

ARTIGLE XXV. PRQPRIETOB's REcoRDs AND REPQRTS 

SEc. 189. 131. REcoRD, FQRM 52 — D. — Every proprietor of a tax-paid bottling house 
shall keep a record and render a monthly report, in duplicate, on Form 62 D 
"Monthly Record and Report of Tax-Paid Bottling House Operations, " of all 
distilled spirits received, dumped for b'ottling, bottled, and disposed of at his 
bottling house. (Secs. 2803, 2871, 3176, I. R. C. ) 
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SEc. 189. 185. RErom's. — Except as otherwise provided herein, the proprietor 
shall file, daily, full and complete transcripts, in duplicate, of Form 52 — D (Part 8) 
on Form 52 — D (Part 3) and full and complete transcripts of Record 52 on Forms 
52 — A and 52 — R (one copy of each) with the district supervisor, by delivering or 
mailing them to such officer on the date the transactions entered therein oc 
curred: Provided, That in any case in which the district supervisor shall direct 
the transcripts shall be so filed with the investigator in charge instead of with 
the district supervisor. The transcripts shall bear the following certification 
signed by the person or officer authorized to execute Form 888 or 52 — D: " I hereby certify that these transcripts, consisting of pages, disclose all 
the transactions which occurred during the period covered thereby, and that each 
entry is correct. " 

If in any case the district supervisor shall so authorize, the transcripts, iu 
lieu of being filed daily, may be filed with him on or before the 10th day of the 
month succeeding the month in which the transactions occurred. In- such event, 
transactions will be entered on Form 52 — D and Record 52 in accordance with 
the provisions of. section 189. 188. A full and complete transcript, in duplicate, of 
Form 52 — D (except Part 8 where such part is filed daily) shall be prepared aud 
forwarded to the district supervisor on or before the 10th day of the month 
succeeding the month in which the transactions occurred. AVhere pwcord 52 
is kept, a monthly summary report on Form 838 shall be prepared in duplicate, 
one copy of which will be retained on file and the original forwarded to the dis 
trict supervisor on or before the 10th day of the month succeeding the month in 
which tho transactions occurred. Records kept on Form 52 — D and Record 52 shall 
be preserved for a period of four years, and during such period shall be available 
during business hours for inspection and the taking of abstracts by the Com- 
missioner or any internal revenue oificer. (Secs. 2808, 2857, 2871, 8176, I, R. C. ) 

8. This Treasury decision shall be e8ective on the thirty-first day 
after the date of its publication in the Federal Register. 

(This Treasury decision is issued under the authority contained in 
sections 2808, 2857, 2871, and 8176 of the Internal Revenue Code 
(U. S. C. , title 26, sections 2808, 2857, 2871, and 8176). ) 

WM. T. SHERWOOD) 
Acting Commissioner. 

Approved May 28, 1948. 
A. L. M. WIGGINs, 

Acting 8ecretary of the Treasury. 

(Published in the Federal Register June 9, 1948. ) 

REGULATIONS 15, SECTIONS 190 26) 190 40ay 
1 90 292' 1 90 294ai 190 887' 1 90 888' AND 
190. 889. 

1948 — 2-12787 
T. D. 5598 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER C, PART 190. — 
RECTIFICATION OF SPIRITS AND WINES. 

Amending Regulations 15. 

TREASURY DEPARTMENT) 
OFFIGE oF CQMMIssIoNER oF INTERNAI. REvENUE, 

Washington 85, D. 0. 
To District 8upervisors and Others C"oncerned: 

1. The Act of July 14, 1947 (Public Law 185, Eightieth Congress 
|C. B. 1947 — 2, 886]), amends subsection (b) of section 8179 of the 
Internal Revenue Code to read as follows: 

(b) DaxwsxcK. — Upon the exportation of distilled spirits and wines 
manufactured or produced in the United States on which an internal- 
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ax has been paid, and which are contained in any cask or pack- 
In bottles packed in cases or other containers, there shall be 

allowed, under regulations to be prescribed by the Commissioner, with 
the aPProval of the Secretary, a drawback equal in amount to the tax 
found to have been paid on such distilled spirits and wines: Provided, 
That such distilled spirits and wines have been packaged or bottled espe- 
cially for export, under regulations prescribed by the Commissiouer, with 
the approval of the Secretary. The Commission. er, with the approval of 
the Secretary, is authorized to prescribe regulations governing the deter- 
mination and payment of drawback of internal revenue tax on domestic 
distilled spirits and wines, including the requirement of such notices, 
bonds, bills of lading, and other evidence of: payment of tax and exporta- 
tion as shall be deemed necessary, 

2. On October 10, 1947, notice of proposed rule-making regarding 
drawback on distilled spirits and wines was published in the Federal 
Register (19 F. R. , 6696). 

8. Mter consideration of such relevant matter as was presented by 
interested persons, Regulations 15, approved May 90, 1940 (96 CFR, 
Part 190), are hereby amended by adding sections 190. 40a and 190. 294a 
and amending sections 190. 26, 190. 992, 190. 887, 190, 338, and 190. 689. 

4. These amendments are designed to extend the p~rovisions of the 
re&oulations to cover the packaging as well as the bottling of distilled 
spirits and wines especially for export with benefit of drawback. 

SEc. 190. 26. Exroar STorAGN RooM, — If the rectifier intends to bottle or package 
distilled spirits or wines for export, a separate room for the storage of such 
products exclusively must be yi ovided and designated "Export Storage Room. " 
The room must be constructed of substantial, solid materials: Provided, That 
the partitions separa. ting such room from other parts of the rectifying plant 
may be constructed of expanded metal or woven wire of not less than 9-gauge 
nor more than 2-inch mesh, extending from the floor to the ceiling or roof, All 
(vindows, doors, or other openings must be so constructed that they may be 
securely locked or fastened from the inside, except the entrance door, which 
must be so constructed that it may be securely locked from the outside of the 
room with a Government seal lock. (Secs. 2801(e) (1), 8176, 3179(b), as amended, 
I. R. C. ) 

Szc. 190. 40a. PACKAGK FII. LING TANKs. — Where distilled spirits or wines are 
to be packaged especially for export with benefit of drawback, tanks suitable 
for the purpose, and constructed and equipped in accordance with the provisions 
and requirements of section 190. 39 governing the construction and equipment of 
bottling tanks, shall be provided by the rectifier. The bottling tank may be used 
as the package filling tank, provided it is equipped with an approved outiet for 
filling packages and such outlet is equipped for locking with a Government 
lock when not in use. (Secs. 2801(e) (1), 2829, 8176, 8179(b), as amended, 
I. R. C. ) 

Src. 190. 292. RFMITTANOE oF 1'Ax FoR PAcKAGEs. — Except as provided in sec- 
tion 190. 294a, for the tax-payment of spirits and wines in packages filled espe- 
cially for export with benefit of drawback, if the rectified spirits are to be tax- 
paid in packages, the rectifier shall, upon receipt of Form 237, duly approved, 
forward all copies to the collector with remittance for the tax due on the spirits. 
The remittance shall be in the form set forth in section 190. 86lc. (Secs. 2801 
(e) (1), 3176, 8179(b), as amended, I. R. C. ) 

Sac. 190. 294a. SPIRITs PAcKA. GED ESPEcIALLY FoR EZPCRT WITH BENEFIT CF 
DKAwsACK. — If Form 287 covers spirits, wines, cordials, or liqueurs drawn into 
barrels, casks, drums, or other approved containers, containing not less than 5 
wine gallons, especially for export with benefit of drawback, the rectifier shall, 
upon receipt of Form 237, duly approved, cancel the necessary stamps in the 
exact amount of the tax due in the manner provided by section 190. 361d, He 
shall then attach the staInps to Form 23? and return all copies to the Govern- 
ment officer, The Government officer shall complete the cancellation of the 
stamps as provided by section 190. 36ld and shall execute the. certificate on Form 
237 eviclencing the receipt and cancellation of stamps for the amount of taxes 
due. He shall then return all copies of the Forru 287 and the canceled stamps 
to the rectifier who shall stencil the words "rectification tax paid" on each 
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package, attach the canceled stamps to the original of the Form 237 by means 
of staple, eyelet, or similar device and forward the original and the additional 
copy of the Form 287 to the district supervisor. (Secs. 2801(e) (1), 8]76 
8179(b), as amended, I. R. C. ) 

Sro. 190, 887. GENERAL. — Under the law (1) any distilled sPirits and wines pn 
which the internal revenue tax has been paid may be rectified and bottled pr 
packaged especially tor export at a rectifying plant or rectified at a rectifying 
plant for bottling or packaging especially for export by a qualified bottler pr 
packer other than the rectifier, and (2) unrectified domestic distilled spirits 
and wines on which the internal revenue tax has been paid may be bottled pr 
packaged especially for export in a rectifying plant. (Secs. 2801(e) (1), 8176 
8179(b), as amended, I. R. C. ) 

SEc. 190. 888. I&. 'xTENT oF DRAwBAcK ALI. OWANGE, — Upon the exportation pf 
distilled spirits and wines so manufactured or produced and tax-paid in the 
United States and bottled or packaged especially for export, there may be 
allowed a drawback equal in amount to the tax found to have been paid thereon, 
(Secs. 2801(e) (1), 8176, 8179(b), as amended, I. R, C. ) 

SEc. 190. 889. PaocEDIniE. — The rectification, bottling, and packaging of dis- 
tilled spirits and wines especially for export, the rectification of distilled spirits 
and mines to be bottled or packaged especially for export by a qualified bottler 
or packer other than the rectifier, the bottling and packaging of unrectified 
domestic distilled spirits and wines especially for export, the storage pending 
exportation of distilled spirits and wines bottled or packaged especially for 
export, the exportation of the spirits or wines, including the lading thereof pn 
vessels for use as ship's supplies and on aircraft for use as aircraft's supplies, and 
the allowance of drawback thereon shall be in accordance with the provisions pf 
Regulations 28 (26 CFR, Part 176). (Secs. 2801(e) (1), 8176, 8179(b), as 
ainended, I. R. C. ) 

5. This Treasury decision shall be effective upon publi'cation in the 
Federal Register. (Secs. 2801(e) (1), 8176, and 8179 (b), as amended, 
I. R. C. (U. S. C. , Title 26, Secs. 2801(e) (1), 8176, and. 8179 (b) ) . ) 

GEO. J. SGHOENEMANi 
Commissioner of Interna/ Eei enue. 

Approved January 18, 1948. 
A. L. M. WIGGINs, 

Acting 8ecretary of the Treasury. 
(Published in the Federal Register January 20, 1948. ) 

REGULATIGNs 28' SEcTIGNs 176 8 (h) ay ETG 1948 — 2 — 12788 
T. D. 5599 

TITLE 26 — INTERNAL REVENUE — CHAPTER I, SUBCHAPTER C, PART 176— 
DRAWBACK ON DISTILLED SPIRITS AND WINES. 

Amending Regulations 28. 

TREASURY DEPARTMENT, 
OFFICE oF CGMMIssloNER oF INTERNAL REVE~NUE, 

Washington 85, D. C. 
To District Supervisors and Others Concerned: 

1. The Act of July 14, 1947 (Public Law 185, Eightieth Congress 
[C. B. 1947 — 2, 886]), amends subsection (b) of section 8179 of the 
Internal Revenue Code to read as follows: 

(b) DRAwnAcK. — Upon the exportation of distilled spirits and wines 
manufactured or produced in the United States on which an internal- 
revenue tax has been paid, and which are contained in any cask or 
package or in bottles pacl-cd in cases or other containers, there shall be 
allowed, under regulations to be prescribed by the Commissioner, with 
the approval of the Secretary, a drawback equal in amount to the tax 
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uch distuled spirits and wines: Provided 
that such dlstllled spliits and 11lnes h«IL been packaged or bottled es 
pecially for export, under regula. tions prescribed by the Commis»onel 
with the approval of the Secretary. The Commissioner, with t"e ap 
proval of the Secretary, is authorized to prescribe regulations governing 
the determination and payment of drawback of internal-revenue tax on 
domestic distilled spirits and wines, including the requirement of such 
noi. iees, bonds, bills of lading, and other evidence of payment of tax and 
exportation as shall be deelned necessary. 

2. On October 10, 1947, notice of proposed rule-making «gal'dmg 
drawback on distilled spirlits;1»cl wines was published in the I'ederal 
Register (12 F. R. , 6689). 

8~ After consideration of such relevant matter as was presented by 
interested persons, Regulations 28, approved August 29, 1940 (20 
('FR, Part. 176), a, re herebv amended in these respects: 

(a) Subsections 176. 16(b) (2) and 176. 19(b) are revoked; 
(b) Subsection 170, 8(h)a and sections 176. 17a, 176. 17b, 170. 17c, 

176. 17d, 176. 17e, 176. 17f, 176. 17g. 176. 17h, 176. 17i, 176. 17j, 170. 11k, 
176. 17m, 176. 17n, 176. 17o, and 176. 17p are added; and sections 170. 1, 
170. 11(a), 176. 12, 176. 18, 176. 14, 176. 15, 176. 16(b), 176. 18, 176. 19, 
176. 20, 176. 21, 176. 24, 176, 81, 176. 82, 176. 84, 176. 85 (a), 176. 86, 176. , '37, 
176 89& 170 41 

1 
176 42 (a) & 

176 461 176 481 176 491 176 52 (a) 1 
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176. 56, 170. 57, and 176. 58 are amended. 
4. These amendments are designed to extend the provisions of the 

regulations to cover the packaging as well as the bottling of distilled 
spirits and wines especially for export with benefit of drawback. 

ARTICLE I. — SCOPE OF IIEGULA TION S. 

SEC. 176. 1. DRAwBAcK oN DlsTILLED SPIRITs AND WINEs. — These regulations ar' e 
prescribed pursuant to the provisions of law governing the allowance of drawback 
of internal revenue tax on (1) domestic alcohol used in the manufacture or produc- 
tion of Savoring extracts, and medicinal or toilet preparations (including per- 
fumery), upon the exportation of such products, (2) distilled spirits and wines 
packaged, or bottled, especially for export, upon the exportation thereof, and (8) 
distilled spirits exported in distillers' original packages containing not less than 
20 wine gallons each. (Sees. 2887, 8170, 8176. 8179, as amended, 8351(c), 8361(c), 
as amended, 3791, 4041, I. R. C. , and Secs. 809 (a), (b), (c), (d) and 313 (d), (i) 
of the Tariff Act of 1980, as amended (19 U. S. C. , Sup. V, 1809 (a), (b), (c), (d) 
and 1818 (d), (i) ). ) 

ARTIcLE III. — DF1'INl TIDES. 

SEC. 176. 8. DE1 INITIONS. — 
(h, ) a " Package " shall mean any cask, barrel, drum or other approved conta! ner, 

containing 5 wine gallons or morc. 

ARTICLE V. — DRAWBACK ON DISTILLED SPIRITS AND WINES BOTTLED OR PACKAGLD 
ESPECIALLY FOP EXPORT. 

SEC. 176. 11. DRAwBAcle AUTHoRIzID. — (a) Allen;ance aPon exPortation. — 'I'he 

regulations in sections 176. 11 to 176. 67, inclusive, are prescribed. for the packaging 
and bottling, especially for export, of distilled spirits and wines manufactured or 
produced in the United States on which an internal revenue tax has been paitl, 
and for the allowance, upon the exportation thereof, of a drawback equal in 
amount to the tax found to have been paid thereon. 

Ill 

SEO. 176. 12. KEPORTATIDN. — An exportation is an act dej6ned by section 176. 3 (a). 
The plovlsions of sections 176. 11 to 176. 67, inclusive, relating to the paclragln- 
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and bottling of distilled spirits hnd wines especially for export, and the exports 
tion thereof with benefit of drawback, and the forms prescribed for use in 
connection therewith, shall appiy to like packaging, bottling, removal, and ship. 
ment to American Samoa, Guam, Puerto Rico, the Virgin Islands, and the Panama 
Canal Xone. There is no authority of law for the packaging or bottling pf 
distilled sPirits and wines esPecially 1:or exPort, with benefit of drawback, for 
shipment to Alaska, Ilawaii, Kingman's Reef, the Midway Islands, or Wak&& 
Island. (Secs. 8179(b), as amende&i, 8851(c), 8861(c), as amended, I. K. C. , and 
se, s. 809 (a. ), (b), (c), (d) of the Tariff Act of 1980, as amended (19 U. S. 0 
Sup. V, 1309 (a), (b), (c), (d) ). ) 

BOTT&, &N G AND P YCTLAGIVG ESPECI ALLY FOR EXPORT. 

Ssc. 170. 18. PEBsoNs AUTHGRIEED To BCTTLE oR PAcKAGE. — (a) Distilled spirits 
and mines. — Persons who are authorized to bottle distilled spirits under the 
yrovisions of the 1&ederal Alcohol Administration Act, and who have qua]ified 
either as a rectifier or proprietor of a tax-paid bottling house under intern»l 
revenue laws and regulations, may bottle or package, especially for export with 
benefit of drawback, distilled spirits or wines, or both, manufactured or produced 
in the United States on which an internal revenue tax has been paid. 

(b) Wines. — Duly qualified winen&akers and proprietors of bonded storerooms 
ope»:!. ing tax-paid pre&Rises may bottle or package, especially for export with 
benefit of drawback, ai, their tax-paid premises, wines manufactured or produced 
in the United States on &vhich an internal revenue tax has been paid. (Sec. 
817!)(b), as amended, I. R. C. , and sec. 309 (a), (b), (c), (d) of the Tariif Act 
of 1980, as amended (19 U. S. C. , Sup. V, 1809 (a), (b), (c), (d) ). ) 

SEc. 170. 14. OTHER KEGUI. ATIoNs APPLICABLE. — The provisions of Regulations 
11 (26 CI&'R, Part 189) and Regulations 15 (20 CFR, Part 190) in so far as 
they are applicable and not inconsistent with the provisions of these regulations, 
sl'&all govern the bottling and packaging of distilled spirits and wines to be 
exported with benefit of. drawback by proprietors of tax-paid bottling houses 
an &i rectifiers, 

SEc. 176. 15. EXPoRT SToRAGE Room. — (a) Constr&&etion. — Winemakers and pro- 
prietors of bonded storerooms, intending to bottle or package tax-paid wines 
esye«ially for export with benefit of drawback, shall provide, at their tax-paid 
premises, an export storage room suitable for the storage of such wines pending 
their removal for export. The room must be so situated aud constructed that 
the wines will be properly protected pending their removal for exportation, 
Such room shall be equipped for locking with a Government seal lock, the key 
of which shall be kept by the storekeeper-gau er or designated oflicer, and shall 
be locked and kept locked except when necessarily open for the proper conduct 
of the export business. 

(b) Notice of intention to bottle or paclsage. — When an export storage room 
bas been provided in accordance with the preceding paragraph, the winemaker 
or proprietor of a bonded storeroom, either before or at the time of filing applica- 
tion to dump wines for bottling or packaging especially for export, as hereinafter 
provided, shall file with the district supervisor a written notice of his intention 
to bottle or package wines especially for export at his tax-paid premises, Such 
notice shall also show the location and nature of construction of the export 
storage room. (Sec. 8179(b), I. R. C. , as amended, and sec. 809 (a), (b), (c), 
(d) of the Tariff Act of 1980, as amended (19 U. S. C. , Sup. V, 1809 (a), (b), 
(c), (d) ). ) 

BOTTLING OR PACKAGING WITHOUT RECTIFICATION. 

Src. 176. 10. BoTrI. ING oF DIGTILLED SPIBITs oR WINES WITHGUT REOT&FIOATIos 
BY REcTII IERs AND PBGPBIETCRs oF TAx-PAID BCTTL&&NG IIovsxs. — 

!II 

(b) Approral of Form 880. — The bottler shall submit all copies of the applies 
tion (For&n 280) to the storekeeper-gauger. The Ofhcer shall examine the pack 
ages described in the application and the scalped portions of tax-paid stamps 
or the affidavit or statement in lieu thereof attached to the original of the 
for&n, and if he finds that the spirits or wines to be bottled especially for export 
are as described and have been lawiully tax-paid, and all copies of the form 
are properly prepared, he shall execute his certificate and the authorization far 
bottling, and return all copies to the bottler. 
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OF DISTILLED SPIRITS AND WINFS WITHOCT RECTIFICATION 

SLc. 170. 17a. PAOIIAGING oF DIsTILLED SPIRITs AND WINEs' (a) Appllcatioii, 
Eorm 1684. — Where unrectified spirits or wines, or spirits and wines which have 
been previously rectified, are to be dumped Ior packaging especially for export 
by a rectifier or proprietor of a tax-paid bottling house, or where unrectiiied 
wines or wines which have been previously rectified are to be dumped for packag- 
ing especiallv for export by a winemaker, the packer shall prepare a separate 
application on Form 10S4, in triplicate, for each lot of spirits or wines to be 
packaged, giving all the data called for by ihe headings oi the ciilumns and 
lines and instructions printed on the form. Each Form 16S4 shall be given a 
serial number, beginning with "1" for the 1st day of January of each year and 
running consecutively thereafter to December 81, inclusive. 

(5) Spirits or icines previously rectified. — Wheie spirits or wines to be dumped 
have been rectified, there must be attached to the Form 1084 Forms 122 and 
287 covering the duinping, rectification, and original packaging of the liquors. Iu 
the event imported spirits or wines entered into the original production of the 
liquors, Form 15S8, procured from the collector of customs at the port of entry 
and showing internal revenue tax had been collected thereon, must be attached 
to the Form 1084. The Form 1684 shall make reference to tlie Forms 122 and 
237 covering the original dumping. and rectification of the spirits or wines, (Sec. 
8179(b), I. R. C. , as amended, and sec. 809 (a), (b), (c), (d) of the Tariff Act 
of 1980, as amended (19 U. S. C. , Sup. V, 1809 (a), (b), (c), (d) ). ) 

Szc. 170. 17b. EFIDENcE QF TAx-PAT~MENT To sE ATTAcHED To FoRM, — (a) 
Stamps. — If distilled spirits to be dumped are contained in stamped packages, 
the stamps thereon must be scalped and securely attached to the application. 

(b) Lost or mutilated stamps. — Where a stamp has been lost or mutilated 
so that the required portion thereof can not be returned, an affidavit setting forth 
all the facts in the case, shall be made by the applicant and attached to the 
original copy of the application. 

(c) Eorm 1595. — If spirits to be packaged were received in a tank car, or by 
pipe line, the application shall show, in addition to other required data, the 
serial number of the certificate of tax-payment (Form 1595) and the date it was 
submitted to the district supervisor. 

(d) Eorm 880. — Where the spirits or wines to be packaged have been dumped 
from the stamped container in which received, the application shall show, in 
addition to other required data, the date and serial number of the Form 280 
pursuant to which the spirits or wines were dumped. 

(e) Wine stamps. — Since it is impracticable to cut out or scalp wine stamps, 
the applicant shall, whenever wines are to be dumped from properly stamped 
containers, certify to such fact by writing the words "wine stamps attached to 
the containers" in the column provided for the description of stamps on the 
Form 1084. If the wine to be dumped is in an unstamped container, the applicant 
shall attach to each copy of the Form 1684 a statement explaining the absence 
of wine stamps. 

(f) Distilled spirits or mines in stamped bottles. — Domestically produced 
spirits and wines may be dumped from bottles for packaging only when they 
are contained in cases as originally packed and the tax-paid status is properly 
shown. In the case of rectified products there must be attached to the Form 1684 
Forms 122 and 287 covering the dumping, rectification, and original bottling 
of the liquors. In the case of tax-paid distilled spirits or wines, which have 
been bottled without rectification, Form 280 covering the original bottling of the 
liquors must be attached to the Form M84. In the event imported spirits or 
wines entered into the original production of the liquors, Form 1583, procured 
from the collector of customs at the port of entry and showing internal revenue 
tax had been collected thereon, must be attached to the Form 1084. The Form 
1684 shall make reference to the Forms 122, 280, and 287 covering the original 
dumping and rectification or bottling of the spirits or wines. 

(g) Action by storeLeeper-gauger. — Where scalped portions of stamps denoting 
payment of internal revenue tax are not attached by reason of facts or circuni- 
stances described in paragraphs (5), (c), (d), (e), and (f) of this section, the 
distilled spirits or wines must be inspected by the storekeeper-gauger before 
being dumped. The officer must satisfy himself that the distilled spirits or 
wines have been lawfulLv tax-paid, and shall attach to each copy of the Form 1084 
a statement, over his signature, setting forth (1) the reason why the scalped 
portions of the stamps are not attached and (2) the facts upon which he based 
his findings. (Sec. 8179(b), I. R. C. , as amended, and sec. 309 (a), (b), (c), (d) 
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of the Tariff Act of 1930, as amended (19 U. S. C. , Sup. V, ]309 (a) 
(d) ). ) 

SEO. 176. 17c. APPRovAL oF FGRM 1084. — The packer shall submit all copies of 
the application (Form 1084) to the storekeeper-gauger. The oificer shall ex 
amine the containers described on the form and the scalped portions of 
tax-paid stamps or the aifidavit or statement in lieu thereof, attached to each 
copy of the form. If he finds the distilled spirits or wines to be lawfully tax-paid 
anil not subjected to any act of rectification after dumping by the packer and 
finds the entries on the application are properly and correctly given, he shall 
execute his certificate and the authorization for packaging and return all copies 
of the form to the rectifier. (Sec. 3179(b), I. R. C. , as amended, and sec. 309 (a), 
(b), (c), (d) of the Tariff Act of 1930, as amended (19 U. S. C. , Sup. V, 1309 (a), 
(b), (c), (d) ). ) 

SEc, 170. 17d. TRANsFER oF SPIRITS oR WINEs To PAOKAGE FILLING TAvK, — 
Upon approval of the Form 1084 by the storekeeper-gauger, as provided in section 
176. 17c, the distilled spirits or wines shall be transferred to a package filling tank 
where, after reduction to the desired proof (if reduced in proof) the packer shail 
gauge the distilled spirits or wines in accordance with the applicable provisions 
oi section 176. 17j and enter the details of his gauge (corrected to volume in ac- 
cordance with Table 7 of the Gauging Manual (26 CFR, Part 180) ) on all copies 
of the Form 1684 and attach one copy of the form to the tank: Provided, That 
(1) where the dumping and reducing tank is constructed in accordance with 
the provisions of section 190. 40a of Regulations 15 (26 CFR, Part 190) or section 
189. 18a of Regulations 11 (26 CFR, Part 189), as the case may be, and is 
equipped for locking with Government locks, or (2) where the bottling tank is 
equipped with an approved outlet for filling packages and such outlet is equipped 
for locking with a Government lock when not in use, such ta. nk may be used as 
the package filling tank. The proof determined by gauging the contents of the 
tank shall be regarded as the proof of the spirits run into all packages filled 
from the tank. Except as provided in section 176. 17f, all unrectified spirits and 
wines packaged especially for export shall be packaged from an appioved package 
tilling tank, dumping and reducing or bottling tank. (Sec. 3179(b), I. R. C. , as 
amended, and sec. 309 (a), (b), (c), (d) of the Tariff Act of 1930, as amended 
(19 U. S. C. , Sup. V, 1309 (a), (b), (c), (d) ) . ) 

SEc. 176. 17e. REovcTION IN PRooF oF SPIRITs. — Unrectified distilled spirits may 
be reduced in proof prior to being drawn into packages. The reduction in 
proof or the increase in volume of rectified spirits on which the rectification tax 
has been paid is prohibited by law, unless the spirits are again rectified and the 
rectification tax again paid thereon. However, a restoration of the proof and 
volume of rectified spirits upon which the rectification tax has been paid, by the 
addition of water, preparatory to being drawn into packages, shall not be deemed 
a reduction in proof or an increase in volume within the meaning of section 
2801(b) of the Internal Revenue Code. Section 2801(b) of the Internal Revenue 
Code is not applicable to the reduction in proof of domestical'y rectified spirits 
exempt from rectification tax. (Secs. 2801 (b), (e) (1), 3176, 3179(b), as 
amended, I, IL C. ) 

SEo. 176. 17f. PAOKAGING FRGM ORIGINAL CGNTAINER. — Where authorized by 
the district supervisor, wines, cordials, and liqueurs that require packaging from 
the original container may be so packaged. A packer desiring to package such 
liquors from the original containers must request approval of the district super- 
visor, in writing, describing the liquors and showing the necessity for packaging the same from the original container. The district supervisor will authorize the 
packaging from the original container of any wines, cordials, and liqueurs which it is impracticable to package from an approved Qlling tank. (Secs. 3170, 3179(b), as amended, I. R. C. ) 

SEO. 176. 17g. LocKING oF TIIE FILLING TANK. — At the tiine of oPening the 
inlet to the Qlling tank, the dumping and reducing tank, or bottling tank, as the case may be, the storekeeper-gauger shall lock the outlet thereof. The outlet 
must remain closed and locked uutil the spirits or wines have been transferred to the tank, the inlet closed and locked, and the quantity of spirits or wines ia 
the tank determined. The inlet of the tank must remain locked until all spirits or wines within the tank have been drawn into packages and the outlet has been closed and locked. (Secs. 2801(e) (1), 3176, 3179(b), as amended, I, R. C. ) SEO. 176. 17h. RINsING oF BARRELs, DEsTRvcTIGN oF STAMPs, MARKS, Erc. — 
When spirits or wines are dumped for packaging without rectification the provi- sions of sections 190. 192, 190. 194, 190. 195, and 190. 238 of Regulations 15 (26" CFR, Part 190) and sections 189. 85, 189. 86, and 189. 87 of Regulations 11 (26 CFR, 
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Part 189), respecting the destruction of stamps and marks and brands, the rinsing 
of barrels and woodchips contained therein, and disposition of woodchips, when 
packages are dumped, shall be applicable. (Secs. 8176, 8179(b), as amended, 
I. R. C. ) 

SEO. 176. 17i. FILLING OP PAOKAGEs, — Packages of distilled syirits or vines, 
for exportation with benefit of draivback, may be filled only under the immediate 
personal supervision of the storekeeper-gauger. The packages shall be filled pur- 
suant to the rules prescribed in the Gauging Manual (26 CFR, Part 186) and shall 
be filled to capacity, except (1) where the Commissioner authorizes a certain 
wantage in each package for expansion and (2) where there are insufficient 
spirits or wines at the end of the operation to fill the last package, in which 
case the remaining liquor may be removed for domestic purposes or drawn into 
a remnant package containing not less than 5 wine gallons for exportation. 
Proper notation shall be made on Form 1684 of the disposition of any spirits or 
wines not drawn into packages for exportation. (Secs. 8176, 8179(b), as amended, 
I. R. C. ) 

Ssc. 176. 17j. GAvGING op SpJizITS AND WINEs. — (a) Determining proof of 
iznszceetened spirits. — The proof of distilled spirits and rectifie spirits to wliich 
saccharine or other solid matter has not been added shall be determined by the 
use of a standard hydrometer. 

(b) Determining alcoholic content of zcines and proof of szreetened spirits. — 
The alcoholic content (1) of blended whiskies containing more than 0. 6 gram 
or 600 milligrams of solids per 100 milliliters derived from blendin ' materials 
such as sherry wine, prune juice, caramel, glycerine, etc. , and (2) ot wines, 
cordials, liqueurs, and other products containing saccharine or other solid matter 
will be determined by the use of an s. pproved ebulliometer or a small laboratory 
still provided by the packer. When using such instruments the packer must 
follow closely tlie instructions furnished therewith in order that accurate deter- 
minations may be made. Instructions relative to the use of small laboratory. 
stills (or wine sets) and the following ebulliometers: Arnaldo-Sala (witii 
shield), 1)raun, Juerst, Lefco, L'Ebulliometer Levesque (with shield), Mizlligand 
(with shield), Salleron-Dujardin, "TAG" (with shield), and E. B. Torino (with 
shield), are also set forth in the Appendix to Regulations 7, Wine — 1945 (26 
CFR, Part 178). The alcoholic content of blended spirits containing not more 
than 0. 6 gram or 600 milligrams of solids per 100 milliliters derived from blending 
materials zvill be determined by the use of a standard hydrometer or a small 
still. If determined by a standard hydrometer an obscuration correction factor 
may be added to the apparent proof in order to obtain the true proof of the 
blended spirits. Experience has shown that 0. 1 gram or 100 milligrams of 
solids per 100 millil. 'ters will obscure the true proof 0. 4 of 1 of proof. For 
example, if a blended whisky contains 0. 25 grams or 250 milligrams of solids 
per 100 milliliters and the apparent proof corrected to 60' Fahrenheit is found 
to be 89' proof by a standard hydrometer, a correction factor ot 1 oI proof 
(2. 5 times 0. 4) due to the solids inay be s. dded to the apparent proof, hence 
the true proof would be 90'. The solids in blended spirits due to blending 
materials will be determined by evaporating 25 milliliters of the blended spirits 
in a weighed dish on a steam bath and then heating for 80 minutes a. t ihe 
temperature of boiling water in a drying oven. The solids thus deterznined, 
multipl. 'ed by 4, will give the solids in 100 milliliters of blended spirits. The 
correction factor to be used then will be determined on the basis that every )00 
milligraios of solids will obscure the proof 0. 4 of 1' of proof. The ebulliometer 
should not be used in determining the alcoholic content of blended spirits con- 
taining not more than 0. 6 gram or 600 milligrams of solids per 100 millilitcrs. 

(c) Determining contents by zceigizt. — Unrectified spirits and rectified spirii. s 

containing not more than 0. 6 gram or 600 milligrams of saccharine or other solid 
matter per 100 milliliters whicli are drawn into packa. es may be gauged by 
weight in accordance with the official Gauging Manual. To this end accurate 
scales must be provided. Government otiicers shall frequently test, by means 

of the test weights provided by the rectifier or proprietor of the tax-paid bottling 

house, the accuracy of the scales used for weighing packages. 
(d) Determining contents by nzeaszzre. — Packages of rectified spirits, wines, 

cordials, liqueurs, and other products containing saccharine and other solid matter 
shall be gauged by measure to determine the wine-gallon content (corrected to 
volume in accordance with Table 7 of the Gauging Manual); the proof-gallon 

content sl all then be determined bv multiplying the wirle-gallon conzent by the 

proof (pointed off in two decimal places) of the spirits. The capacity of each 
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packa e must be ascertained before the liquors are ylaced therein, or the quant;ty 
to be placed in each package must first be ascertained by actual measure in 

another vessel provided for that purpose: Provided, however, That the quantity 
iii wine gallons of any liquor placed in packages may be determined by weight 

if the sPeclfic gravity of the liquor is ascertained and used in calculating the 

volume. (Secs. 3170, 8176, 8170(b), as amended, I. R. C. ) 
Szc. 170. 17k. STAMPs NGT RzqUIRED oN PAOKAGEs. No rectifier's stamPS Pr 

wholesale liquor dealei's stanips shall be affixed to packages of distilled spirits 
or ivines filled especially for export with benefit of drawback. (Sec. 3179(b) 
I. R. C. , as amended. ) 

Src. 176. 17m. VKRIIIcxrioN BY STOREKEEPER-GAUGER. — The storekeeper-gauger 
sl all, upon completion of the process of filling of packages, including the marling 
and branding of the packages, complete his verification of the packer's certificate 
on lcoim 1084 and supervise the removal of the spirits or wines to the exyort 
storage room. (Sec. 3179(b), as amended, I. R. C. , and sees. 309 (a), (b), (c), 
(d) and 313 (d), (i) of the Tariff Act of 1930, as amended (19 U. S. C. , Sup, V, 

1300 (a), (b), (c), (d) ). ) 
Szc. 170. 17n. Dis~osirioN OE FoRM 1084. — Immediately after the comp]etion of 

the packaging and the proper completion of Form 1684, the packer shall forward 

tmo copies of the Form ]084 (one, the original with the tax-paid stamps or 
other evidence of tax-payment attached) to the district supervisor and shall 

retain the remaining copy. (Sec. 8179(b), as amended, I. R. C. , and secs. 309 (a), 
(h), (c), (d) and 818 (d), (i) of the Tariff Act of 1980, as amended (19 U. S. 0, 
S l' V, ]-"O9 (a), (b), (c), (d) ) ) 

Szc. 170. 170. AGTI0N BY TEIK DisTRIcT SIJPKRVIsoR. — Upon receipt of the Form 
]084 the district supervisor shall prepare I'orm 1000 using as a basis therefo. 
the dumping and packaging record, Form 1084. He shall then forward the Form 
1000 to the Commissioner with a copy of the Form 1684. The Forms 1084 and 

1000 will be retained by the Commissioner for use in connection with examina. 
tion and certification of the claims for drawback on such spirits or wines. (Sec. 
8179(b), as amended, I. R. C. , and secs. 309 (a. ), (b), (c), (d) and 813 (d), (i) 
of the Tariff Act of 1930, as amended (19 U. S'. C. , Sup. V, 1309 (a), (b), (c), (d) 
azd ]313 (d), (i) ). ) 

SEc. 176, 17p. TRANszEP, AND STGRAGE PENDING FxPCRTATIQN. — Spirits or wines 
pacl-aged especially for export under the provisions of the regulations in this 
part may be transferred from the export storage room pursuant to Form 1656 
to another export storage room at the port of exportation, for storage yending 
release for direct exportation or use as supplies on vessels or aircraft. Such 
export storage room at the port of exportation may be established by the 
proprietor of a tax-paid bottling house or a rectifying ylant, under the provi- 
sions ot' Regulations 11 (26 CFR, Part 189) or Regulations 15 (20 CFR, Part 
]90) mhether or not the proprietor intends to package distilled syirits or wines 
especially for export. Form 1050 shall be executed in quadruplicate (or quin- 

tuplicate, if the spirits or wines are to be transferred to another supervisory dis- 

trict) by the pacl"er or exporter after appropriate arrangements have been made 
hy hini with the proprietor of' the exyort storage room at the yort of exportation 
for such storage. All copies of the i'orm will then be submitted to the district 
supervisor, or designated officer, for approval. On approval thereof, the spirits 
or wines may be released by the Government officer for transfer. The officer 
shall retail one copy for his files, furnish one copy to the pacl-er, forivard oae 
copy to the district supervisor, and forward one copy to the consignee. If the 
spirits or mines are transferred to another district, the storekeeper-gauger shall 
forward one copy to the district supervisor of such district. Spirits or wines 
so transferred and stored will be entered for drawback and marked and released 
for exliortation, etc. , in accordance with the yrocedure prescribed in sections 
170. 35 and 176. 38, inclusive. (Sec. 8179(b), as amended, I. It. C. , and secs. 899 
(a), (li), (c), (d) and 318 (d), (i) of the Tari]f Act of 1930, as amended (19 
U. S. C. , Sup. V, 1309 (a), (b), (c), (d) and 18]3 (d), (i) ). ) 

RECTIFICATION AND BOTTLING OR PACIZAGING, 

Szc. 176, 18. AppLIcATioN, F0RM 122. — Rectifiers shall prepare a separate ap- 
plication on Form 122, "Rectifier's Application to Dump Spirits, %Vines, or other 
Liquors, and Return of Gauge, " in triplicate, for each lot of spirits or ]vines to 
be rectified before bei ', g bottled or packaged for cxllortation with benefit of draw- 
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back. The rectifier shall insert in each copy of the form, after the description of 
the packages to be dumped for rectification, a notice of iniention as follows: 

"The above-described spirits (or wines) wifi, after rectification, be 
bottled (or packaged) pursuant to approva] of Form 287 especially 
for export with benctlt of drawback. " 

(Sec. 8179(b), as amended, I. R. C. , and sec. 809 (a), (b), (c), (d) of the 
Tariff Act of 1980, as aniended (19 U. S. C. , Sup. V, 1809 (a), (b), (c), (d) ) . ) 

SEc. 176. 19. APPRGVAl. OF I& GRM 122, — All copies of the Forni 122 shall be sub- 
mitted for approval of the storekeeper-gauger assigned to supervise rectitying 
operations. The storekeeper-gauger shall examine the packages described in 
the application and, the scalped portions of the tax-paid stamps or the afiidavit 
or statements in lieu thereof, attached to the original of the form, and, if he 
finds that the spirits or wines to be dulnped for rectification and bottling or 
packaging especially for export are as described, and have been lawfully tax- 
paid, and the forms are properly prepared, he shall execute his certificate a. nd 
authorize the rectifier to dump the pacl ages described in the application and 
return all copies of the form to the rectifier. Iminediately after dumping 
the spirits or wines, the rectifier shall forward two copies of the Form 122 
(one, the original, ivith the cut-out portions of the tax-paid stamps, or other 
prescribed evidence of tax-payment, attached ) to the district supervisor, and 
retain the remaining copy of such form on file at the rectifying plant. (Sec. 
8179(b), as amended, I. R. C. , and sec. 809 (a), (b), (c), (d) of the TariiI 
Act of 1930, as amended (19 U. S. C. , Sup. V, 1809 (a), (b), (c), (d) ). ) 

SEc, 176. 20. hflxIEG oF DlsTILLED SPiRITs oR WINEs TAx-PAID AT DIFFERENT 
RATEs. — IVhen a rectifier loanufactures distilled spirits to be bottled or packaged 
especiallv tor export with benefit of drawback by a process of rectification in- 
volving the mixing of distilled spirits and wines upon which basic taxes were 
paid at difTerent rates (i. e. , alcohol and wine, brandy and wine, etc. ), he shall 
note on Form 122 the number of proof gallons of each kind of spirits and the 
number of wine gallons, and percentage of alcohol, of the wine mixed together 
in the processing recepta. cle, and no further mixing of such spirits or wines with 
spirits or wines contained in any other receptacle shall be made unless a similar 
notation is made on Form 122. (Sec. 8179(b), as amended, I. R. C. , and sec. 
309 (a), (b), (c), (d) of the Tariff Act of 1980, as amended (19 U. S. C. , Sup. V, 

. 1809 (a), (b), (c), (d) ). ) 
SEC. 176. 21. APPIIOATloN, FORM 287. — (a) 1'roceifure. — The rectifier shall make 

application on Form 287 to bottle or package rectified spirits especially for export 
or package such spirits for subsequent bottling especially for export in accord- 
ance with the applicable provisions of sections 190. 276 to 190. 809, inclusive, of 
Regulations 15 (26 CFR, Part 190), and an additional copy of such form shall 
be prepared in each case. A notice of intention shall be inserted by the rectifier 
in each copy of Form 287, after the description of the spirits or wines, as follows: 

"The above-described spirits (or wines), rectified pursuant to 
Form 122. serial number . dated . 19 . are 
to be bottled (or were packaged) especially for export with benefit 
of drawback. " 

When the process of manufacturing spirits or wines in accordance with the pro- 
visions of section 176. 20 has been completed, the rectifier shall note on Form 287 
the quantities of distilled spirits, or wines, or both (calculated on a proof-gallon 
basis as to spirits and on a wine-gallon basis as to wines) used in manufacturing 
the spirits or wines. If commercial fiavoring extracts, containing alcohol, not 
prepared by the rectifier on his rectifying premises, are used in manufacturing 
the spirits or wines, the rectifier shall also show on Form 237, as to each kind 
of flavoring material, the quantity thereof in wine gallons, the percentage of 
alcohol by volume in such flavoring extracts, and whether drawback under 
section 8250(1), Internal Revenue Code, has been or will be claimed on the alcohol 
contained therein. The rectification tax and wine tax, if due, will then be paid 
a, nd Form 237 disposed of in accordance with the applicable provisions of sections 
190, 276 to 190. 309, inclusive, of Regulations 15 (26 CFR, Part 190). The addi- 
tional copy of Form 287 will be forwarded to the district supervisor with the 
original copy of Ii'orm 287. Upon completion of the bottling or packaging opera- 
tions, the storekeeper-gauger shall supervise the deposit of the spirits or wines 
jn the export storage room, except as provided by section 176. 22. 

(1) Each package of distilled spirits or wines filled by rectifiers for export 
with benefit of drawback shall be marked and branded in accordance with the 
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provisions of section 176. 81 and in addition shall bear the words "For export frpm 
U. S. A. " If the spirits or wines are to be exported by a person other than the 
rectifier, the name and address of the exporter, preceded by the words "For" pr 
"Packa. ed for, " may also be marked upon the packa e. 

i ii) Taa-paid certificate. — Upon receipt of Form 122, as provided by sectipn 
176, 19, and the Form 237, as herein provided, the district supervisor shall pre 
pare Form 1600, using as a basis therefor the dumping and bottling or packaging 
records, Forms 122 and 237. He will then forward the Form 1600 to the Com 
missioner with a copy each of the Forms 122 and 237, and Form 1583, If any 
Forms 122, 287, i:i83, and 1600 will be retained by the Commissioner for use in 
connection with the examination and certification of the claim for drawback 
on such spirits or wines, 

(c) Transfer and storage pending exportation. — Spirits and ivines bottled pr 
packaged especially for export under the provisions of this section may be trans- 
ferred froin the export storage room of the bottler or rectifier, pursuant to Form 
1656, to another export storage room at the port of exportation for storage pend 
ing release for direct exportation or use as supplies on vessels or aircraft, in 
accordance with the procedure prescribed in section 176. 1Q(f). Such export 
storage room at the port of exportation may be established by the proprietor pt 
a tax-paid bottling house or a rectifier, under the provisions of Regulations 11 
(26 CFR, Part 189) or 15 (26 CFR, Part 190) whether or not the proprietor pf 
the tax-paid bottling house or the rectifier intends to bottle or package distilled 
spirits or wines especially for export. (Sec. 3179(b), as amended, I. R. C. , and 
sec. 309 (a), (b), (c), (d) of the Tariff Act of. 1930, as amended (19 U. S. C. , 
Sup. V, 1309 (a), (b), (c), (d)). ) 

REPROBATE 

BOTTLING AND PACKAGING. 

Si. c, 176. 24. SEPARATE BCT'I'LING AND PAcKAGING. — The bottling or packaging pf 
distilled spirits or wines especially for export with benefit of drawback at rectify- 
ing plants and at tax-paid bottling premises, and such packaging or bottling of 
wines at tax-paid premises of winemakers and proprietors of bonded storerooms, 
shall be conducted separatelv from the bottling or yacl-aging of spirits or wines 
for domestic purposes: Prexy''ded, That where small lots are packaged or bottled, 
necessitating the dumping of not less than the contents of one or more full barrels, 
in the case of unrectified spirits or wines, or the minimum number of full barrels 
which may be dumyed in the case of spirits which are to be rectified, the remaining 
portions of such lots not removed for export may be removed for domestic yur- 
poses. Iu the case of rectified spirits or wines, rectified and bottled or packaged 
by rectifiers, the remnant may be further rectified, if desired, for domestic purposes 
subject to payment of the rectification tax on the finished product resulting from 
such additional rectification. Any spirits or wines to be so removed for domestic 
purposes must be reported as a separate item on Forms 122, 230, 237, or 1684, as 
the case may be. 

(a) Claim required on Eorm, 1583. — AVhere distilled spirits and wines are mixed 
in the process of rectification, for bottling or packaging esyecially for export with 
benefit of drawback, claim for drawback of the distilled spirits tax, the rectifica- 
Iion tax, and the tax under section 3030(a), Internal Revenue Code, as amended, 
shall be made on Form 1582. 

Separate claim on Form 1582 — A will not be required in such cases. (Sec. 
3179 (b), as amended, I. R. C. , aud sec. 309 (a), (b), (c), (d) of the Tariff Act of 
1980, as amended (19 U. S. C. , Sup. V, 1309 (a), (b), (c), (d) ). ) 

MARKING OF CASES AND PACKAGES. 

SEc. 176, 31. REQUIRED MARKs Bx REcTIFIERS AND PRGPRIETCRs oF TAX-PAID Bor- 
TLING HocsEs. — (a) Cases. — Each case of distilled spirits or wines filled by recti- 
fiers for export with benefit of drawback shall bear on. one side the markings 
required by Regulations 15 (26 CFR, Part 190); and each case filled for the same 
purpose by proprietors of tax-paid bottling houses shall bear on one side the 
markings required by Regulations 11 (26 CFR, part 189). Each case shall also 
bear on the same side the words "For export from U. S. A. " If the spirits or 
wines are to exported by a person other than the bottler, the name and address 
of the exporter, preceded by the words " For, " " Bottled for, " or " Bottled expressly 
for, " may also be matked upon the case. The method of marking the cases shall 
be in accordance with the applicable provisions of Regulations 15 or 11, as the 
case may be. 
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(b) Pacfsages of distilled spirits. — Each pacl-age of distilled spirits filled for 
export with benefit of drawback shall be numbered serially beginning with "1" 
for the first package filled: Provided, That such serial numbers shall be in sequence 
to the series in current use at existino plants for the nmnbering of cases or other 
packages: And provided fai ther, That, where cases and packages are filled simul- 
taneously and it is impracticable to number the cases and packages consecutively, 
separate series of numbers folloived by an identifying letter may be used for the 
packages. In addition to the serial number, there shall be plainly and durably 
burned, cut, imprinted, or stenciled on the Government head of each barrel or 
similar container of distilled spirits (1) the kind of spirits; (2) the wine gallon 
content; (8) the proof of spirits; (4) the proof gallon content; (5) the tare of 
the container; (6) the date of filling; (7) the name of the packer; (8) the loca- 
tion (city or town and State) of the plant where packaged; and (9) the words 
"For export from U. S. A. " If the spirits are to be exported bv a person other 
than the pacl-er the name and address of the exporter, preceded by the words 
"For, " "Packaged for, " or "Packaged expresslv for, ™y also be marked upon 
the package. 

(c) Packages of mines. — The packer shall place marks upon packages of wine 
similar to the marl-s required by the foregoing paragraph to be placed upon 
packages of distilled spirits, except: The tare need not be marked on the pack- 
ages; the alcoholic content of the Ivine shall be shown in percentage by volunie 
in lieu of the proof, and, in the case of unrectified wine, the proof gallons may 
be (niitted. (Sec. 8179(b), as amended, I. R. C. , and sec. 809 (a), (b), (c), (d) 
of the TariiY Act of 1980, as amended (19 U. S. C. , Sup. V, 1309 (a), (b), (c), 
(d) ). ) 

SEc. 1&6. 82. REQUIRED MARKs Bx WINEMEKEas AND I'RoPRIETGRs oF BGNDED 
STOBERGOMS. — (a) Cases. — Each case of mines filled by winemakers aud proprie- 
tors of bonded storerooms for export with benefit of drawback shall be numbered 
serially, beginning with number 1 for the first case filled, and sliall be marked 
with the name of the bottler, the location of the bottling establishment (by city 
or town aud State), the kiud and alcoholic content (taxable grade) of the wine, the 
contents of the case in mine gafions, and the words "For export from U. S. A. ": 
ProIided, That the bottler may in lieu of his name, and the location of the 
bottling establishment, place upon the case the registry number of his bonded 
winery or bonded storeroom, preceded by the letters "B. W. " or "B' S. , " respec- 
tively', and follomed by symbols indicating the State in ivhich the bonded winery 
or bonded storeroom is located, as "B. W. No. 2 — NY, " for the name and;iddress 
of theproprietor of Bonded Winery No. 2 located in New York State. If the mines 
are to be exported by a person other than the bottler, the name and address of 
the exporter, preceded by the u ords "For, " "Bottled for, " or "Bottled expressly 
for, " mav also be placed upon the case. The required marks will be durablv and 
plainly printed, stamped, or stenciled on one side of the case in a color con- 
trasting with the back round of the case, and in letters a. nd figures not less than 
one-half inch in height. 

(b) Pacl;ages. — Paclrages of wines filled by v-inemakers or proprietors of 
bonded storerooms for export with benefit of drawback shall be marked in 
accordance v;ith the provisions of section 176. 81(c). (Sec. 8179(b), as amended, 
I. R. C. , and sec. 809 (a), (b), (c), (d) of the Tariff Act of 1980, as amended 
(19U. S. C, Sup. V, 1809 (a), (b), (c), (d) ). ) 

BOTTLING AND PECKING BE('. ORDS. 

SEc. 176. 84. REcoRD oF SPIRITs AND WINEs BGTTLED GR P~cKAGED ESPUcIALLY 
FoR ExroRT. — (a) By rcctifiers and proprietors of tax-paid tiottltng houses. — The 
receipt, rectification, bottling, packaging, and disposition of distilled spirits an&1 

wines bottled or packaged especially for export, with benefit of draivback, shall 
be entered by the rectifier on Form 45, "Rectifier's Monthly Record and Report. " 
All applicable information indicated by the headings of the coluinus and lines and 
the instructions printed on the form will be entered thereon. The receipt, bottling, 
packaging and disposition of distilled spirits or mines bottled or packaged espe- 
cially for export mith benefit of drawback, by proprietors of tax paid bottling 
houses shall be entered on Forum 52 — D, "Monthly Record and Report of Tax-paid 
Bottling House Operations. " All applicable information indicated by the head 
ings of the coluiuns and lines, and the instructions printed on the form, will be 
entered thereon. 

(b) By (cine&»nk&'rs and proprietors of t&onded storcroori. s. — The re(eipt, 
bottling, packaging, and disposition of wine bottled or packaged especialiy for 
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expo! t with benefit of drawback shall be entered by winema!xers and proprietors 
of bonded storerooms on Form 52 — D, "Monthly Record and Report of Tax-Pa!d 
Bottling Iiouse Operations. " All applicable information called for by the head. 
ings of the columns and lines, and instructions printed on the form, shall be en. 
tered thereon. Transcripts of Form 52 — D shall be forwarded to the district 
supervisor on or before the 10th day of the succeeding month. 

E&VTPX FOR DRAWBACK. 

SEc. 170. 35. CIA!Ei Arco ENTRv. — (a) Form 1588 or Form 1582 — A. — Claiin fpr 
allowance of drawbacl- of internal revenue taxes on distilled spirits or wines 
manufactured or produced in the United States and bottled or packa ed especially 
for export, and entry for the exportation of such spirits or wines with benefit 
of drawback, shall be prepared by the exporter on Form 1582, in quadruplicate 
for distilled spirits, and Form 1582 — A, in quadruplicate, for wines. All copies 
of Form 1582 or I&'orm 1582 — A, with Part 1 and Part 2, executed, shall be filed by 
the exporter with the district supervisor of the district wherein is located the 
export storage room in which the spirits or wines are stored at the time of exppr. 
tation. All the information called for, as indicated by the headings of the 
columns, and the lines of the form, and the instructions printed on the fprm, 
shall be furnished. 

a 

SEc. 170. 36. ALTzzonzTv To REzEAsE Llqvons. — If the district supervisor finds 
that the claim and entry are properly executed, and the spirits or wines de- 
scribed in the entry have, according to the records of his office, been bottled pr 
packaged especially for export, he shall execute Part 8 of Form 1582, or Part 3 
of I orm 1582 — A, as the case may be, authorizing the Government officer to whom 
it is addressed to release the spirits or wines for shipment. (Scc. 3179(b), as 
amended, I. R. C. , and sec. 309 (a), (b), (c), (d) of the Tariff Act of 1930, as 
a!nended (19 U. S, C, , Sup. V, 1309 (a), (b), (c), (d) ) ) 

SEc. 170. 37. IIISPECTION MARKS. — Before the spirits or wines are released, the 
following marks in plain, durable letters and figures must be stenciled or marked 
upon the case or package: 

Drawback claimed by 

Supervisory District Xo. 
Inspected 

(Name of cia™ant) 

19 

(1%arne of claimant) 

S. G. 
Ti!e first two lines must be filled in by the exporter (or by the packer or bottler 
for him) and the last two by the Government officer. The name of the Govern- 
ment officer may be placed on the case or package by means of a rubber stamp. 
(Sec. 3179(b), as amended, I. R. C. , and sec. 809 (a), (b), (c), (d) of the Tariff 
Act of 1980, as amended (19 U. S. C. , Sup. V, 1309 (a), (b), (c), (d) ). ) 

CERTIFICATE 01& COLLECTOR OF CUSTOIIS OF TAX O. l II!PORTED SPIRITS. 

Src. 170. 39. C RTIFICATE, FoRM 1583. — Where spirits or wines manufactured 
(rectified) in the l. ;nited States from imported spirits or wines are bottled pr 
packa ed especially for export with benefit of drawbacl-, the collector of customs 
at the port where the entry or withdrawal for consumption was made shall, upon 
application in writing by the rectifier, execute a certificate on Form 1588, in 
triplicate, showing that internal revenue tax has been collected on the imported 
spirits or wines described in the application. Two copies of the certificate shall 
be forwarded by the collector of customs to the district supervisor of the Alcohol 
Tax Unit district in which the spirits were rectified. The remaining copy shall 
be retained by the collector of customs. Such certificates shall be serially num- 
bered, beginning with number 1 for each customs district. (Sec. 3179(b), as 
amended, I. R. C. , and sec. 809 (a), (b), (c), (d) of the Tariff Act of 1930, as 
amended 19 U. S. C. , Sup. V, 1309 (a), (b), (c), (d) ). ) 

SEc. 176. 41. CERTIFIcATE REqUIRED BEFCRE APPRovAL CF CLAIM. — The Com- 
missioner will not approve a claim for drawback on spirits or wines manu- 
factured from inzportcd spirits or wines and bottle'd or packaged especially for 
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expor't prior to the receipt, of the certificate, Form 1588, of the collector of cus- 
toms, showing that internal revenue tax has been collected on such imported 
spirits or wines. (Sec, 8179(b), as amended, I. R. C. , and sec. 809 (a), (b), (c), 
(d) of the Tariit Act of 1980, as amended (19U. S. C. , Sup. V, 1809 (a), (b) (c) 
(d) ). ) 

DRAWBACK BOND. 

Szc. 170. 42. DBxwrr~crr BCND, — (a) Except as provided by section 17045, t»e 
exporter shall, eiiher before or at the time of the execution ()I his first entry for 
drawback on Form lo82 or Form 1582 — A, file with the district supervisor a dl", lw- 
back bond on Form 1581, in triplicate, for distilled spirits, or Form 1581 — A, in il'ip- 
licate, for wines, to insure bona fide exportation of the spirits or wines on whic» 
drawback is claimed, and the procurement and submission of the requil'ed 
evidence of the landing of such spirits or wines at the designated foreign port, 
or the use thereof as supplies on vessels or aircrafi, in accordance with section 
170. 11(b), or the loss of such spirits or wines after shipment outside t»e jurisdic- 
tion of the United States, without fault or negligence on the part of. the exporter. 
The bond must be furnished with acceptable corporate surety ol in&lividual 
sureties or secured by the deposit of proper collateral. Where bond is furnished 
on Form 1581, revised kiay, 1942, or Form 1581 — A, revised January, 1942, or on 
prior issues of such forms, to cover spirits or wines in bottles, consent of suletV 
must be f'urnished to extend the conditions of the bond to cover such spirits or 
wines in pacl-ages. 

Szc. 170. 40. BOND PRERzqvrsrTE To CLAIM AILowxNcz. — No claim for allowance 
of drawback on distilled spirits or wines bottled or packaged especially for ex- 
port, and exported, will be approved until the claimant has furnished the pre- 
scribed bond, except as provided by section 170. 45. (Sec. 8179(b), as amended, 
I. R, C. , and sec. 309 (a), (b), (c), (d) of the Tariff Act of 1980, as amended 
(19 U. S. C. , Sup. V, 1309 (a), (b), (c), (d) ). ) 

SHIPMENT OB DELTVERY Eorr EXPORT. 

Szc. 176. 48. Cor sroNMENT. — Every case or package of distilled spirits or wines, 
intended for export with benefit of drawback shall be consigned to the collector 
of customs at the port of exportation, except that when the shipment is to a con- 
tiguous foreign territory it shall be consigned to the foreig'n consignee at destina- 
tion, but stenciled or marked in care of the collector of customs or deputy col- 
lector of customs at the port of export. In the case of shipment to contiguous 
foreign territory, the carrier shall deliver the spirits or wines for customs inspec- 
tion at the port of export before transporting the same to the foreign destination. 
(Sec. 8179(b), as amended, I. R. C. , and sec. 809 (a), (b), (c), (d) of the Tariff 
Act of 1980, as amended (19 U. S, C. , Sup. V, 1809 (a), (b), (c), (d)). ) 

SEc. 170. 49. DrzzcT DrnrvERY EOR Cvsrozrs IvsPEOTrox. — (a) Bill of lading. — 
If the export storage room where the distilled spirits or wines are stored is lo- 
cated at the port of exportation, the exporter shall deliver the shipment directly 
for customs inspection and supervision of lading. The drawback entry must 
be filed with the collector of customs at least six hours prior to the lading of the 
spirits or wines in order to allow opportunity for customs inspection. The 
exporter must file a copy of the export bill of lading with the district supervisor. 
The bill of lading must show the exporter as the shipper, the serial numbers of 
the cases or packages, as the case mav be, and the quantity shipped in wine 
gallons. 

' 

Ih 

CVSTOMS PROCEDVRZ. 

Szc. 176, 52. Cr;sroMs INsPEcrroN. — (a) The collector of customs, upon receipt 
of the drawback entry on Form 1582, or Form 1582 — A, shall cause the date and 
hour of receipt to be stamped on each copy of the form and shall execute Part 5, 
the order for inspection and lading. The customs inspector to whom the order 
is delivered shall inspect the export containers of spirits or wines. IIe shall 
examine the contents of such containers as are found broken, damaged, or 
tampered with, or which he is led to suspect do not contain the spirits or wines 
originally packed therein, and shall make a special report thereon. The customs 
inspector shall note in his report any deficiency in quantity or discrepancy 
between the merchandise inspected and that described in the entry. After 
having complied with the order of inspection, and after i. he spirits or wines have 
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been du]y laden on board the exporting vessel, aircraft, car, or other con 
veyance, the customs inspector shall complete and sign Part 0, his certificate of 
inspection and lading on each copy of the form. If the customs inspector has 
reason to believe that the merchandise is not the same as that originally packed 
in the containers or discovers any other evidence of fraud, he shall detain the 
merchandise and notify the collector of customs, who shall inform the district 
supervisol' of the Alcohol Tax Unit district in which the port is located. 
district supervisor will take appropriate action and immediately report the facts 
to the Commissioner, 

(1) Balk containers to be gauged. — Packages of distilled spirits must be 
carefully gauged, and the volume and percentage of alcohol of wine determined, 
by a customs gauger and a detailed report of such gauge shall be made on FornI 
090, in duplicate, modified to show the name of the packer in lieu of the name 
of the distiller. In preparing the report, the customs gauger shall make entry 
thereon as to each package in accordance with the column headings. A copy 
of the gauger's report of gauge shall be attached to each copy of the entry for 
exportation, Form 1582, and delivered to the collector of customs. 

SEc. 176. 53. CERTIFIcATICN oF NCNINsPEcTICN. — Spirits or wines in casl-s, bar- 
rels, drums, or other approved containers containing not less than 5 wine gallons 
must be gauged and inspected bv customs officers at the port of exportation. In 
the case of bottled distilled spirits and wines, whenever the inspecting officer 
is unable to certify to the actual inspection and lading of the spirits or wines, 
he shall mal-e his return on Part 7 of Form 1582, or Part 7 of Form 1582-A, 
stating therein the reasons why thc spirits or wines were not inspected by hinI 
and laden under his supervision. The officer shall, after the vessel, aircraft, 
car, or other conveyance has cleared, examine the records of' the delivering 
and exporting steamship, or transport lines for the purpose of verifying the 
particulars stated in the drawback entry, and will make his certification accord- 
ingly. If the records examined show that containers of similar description were 
laden on the exporting vessel, aircraft, car, or other conveyance for the desig- 
nated port, the officer shall set forth in his certification, in addition to btber 
data. indicated by the form, the date and hour of lading. (Sec. 8179(b), as 
amended, I. R. C. , and sec. 809 (a), (b), (c), (d) of the Tariff Act of 1930, as 
alncnded (19 U. S, C. , Sup. V, 1309 (a), (b), (c), (d) ) . ) 

SEc. 170. 50. AILowANOE IN CASEs CF NONINsPEcTICN. Whel'e spll'its ol' wines 
in casks, barrels, drums or other approved containers containing not less than 
5 wine gallons are not inspected by a customs officer at the port of export aud 
loaded on the exporting vessel, aircraft, railroad car, motor truck, or other con- 
vevancc under his supervision, a claim for clrawback thereon shall not be allowed. 
Where bottled spirits or wines were not inspected by a custolns offilcer at the 
port of export, and loaded on the exporting vessel, aircraft, railroad car, motor 
truck, or other conveyance under his supervision, the claim for drawback may, 
nevertheless, be allowed, provided that the law and regulations were complied 
with in other respects and the exportation without customs iuspection and 
supervision of lading was not the fault of the exporter or carrier or the a ent 
of either. (Sec. 8179(b), as amended, I. R. C. , and sec. 809 (a), (b), (c), (d) 
of the Tariff Act of 1980, as amended (19 U. S. C. , Sup. V, 1309 (a), (b), (c), 
(d) ). ) 

SEc. 176. 57. AcxloN oN CLAIM. — The Commissioner will, upon receipt of the 
claim, Form 1582 or Form 1582 — A, from the district supervisor, examine the 
claim and the records of his office, Forms 122, 230, 237, 1588, 1000, and 1684 
previously furnished him as provided by sections 170. 10 to 170. 28, inclusive, to 
determine whether the spirits or wines described in the claim have been fully 
tax-paid. If the Commissioner finds that such spirits or wines have been 
fully tax-paid he will approve the claim and schedule it for payment. If the 
claim is disallowed, the Commissioner will so notify the claimant and state 
the reasons therefor. (Sec. 3179(b), as amended, I. R. C. , and sec. 809 (a), (b), 
(c), (d) of the Tariff Act of 1930, as amended (19 U. S. C. , Sup V, 1809 (a), (b), 
(c), (d) ). ) 

PROOF OF FZCPORTATION, ETC. 

SEc. 176. 58. LANOINO CERTIFICATE. — Each claimant for drawback' on distilled 
spirits or wines exported must agree in the required bond that he will procure 
and furnish within six months (or such additional extensions of time as may 
be granted by the district supervisor or Commissioner), evidence satisfactory' 
to the district supervisor or Commissioner that such distilled spirits or wines 
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at the designated foreign port or that after shipment the same 
' "' oiitside the 3»Lsd(ction of the Un ted States without 

n the par«f the exporter. i'roof of the foreign landing 
of the spirits or wines shall, in every case, consist of a duly executed landing 
certificate except as otherwise providefl herein. The landing certificate miist 
give such description of the spirits or wines as will readily identify the sliip- 
ment to which it relates. lt will be in substantially the following form: 

PORT OE 

, 19 
I, , of 

do hereby certif'y that the merchandise hereinafter descril'ed, 
shipped by on or about tlie 

day of, 19, has been lant led at 
this port on or about the day of, 19 

Quantity. 

AMarl-s and numbers. Number of cases 
or paclcages. Name of article. 

Wine 
gallons. 

Proof 
gallons. ' 

s In case of wines, show taxable grade in lieu of proof ganons. 

[BEAT. ] 
Subscribed and sworn to before me this day of 

19 
[SEAL] 

(Name. ) 

(Title. ) 

5. This Treasury decision shall bc eQ'ective upon publication in tile 
F'et[eral Register. (Secs. 2887, 8170i 8176, 8179(b), 8851(c), 886]. (c), 
3791, and 4041, I. R. C. (U. S. C. , Title 26, 2887, 8170, 8176, 8179 ([) ), 
3851(c), 8861(c), 8791, and 4041) and secs. 809 (a), (b), (c), ((l) and 
318 (d), (i) of the Tari8 Act of 1980, as amended. (19 U. S. t, '. , Sup. 
V, 1809 (a)i (b)i (c) t (cl) an(l 1818 ((l) t (I) ) ) 

6zo. J. SoIIoENz~rAN, 
Commissioner of Internal Peventfe. 

FIIANK Dowf 
doting Commissioner of Ctfstoms. 

Approved January 18. 1948. 
A. . L. M. WlooINs, 

Acting 8ecretary of the Treasury. 

(I'i;blisheil in the Federal Register Janu;try 2(), 1!!(8. ) 
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MISCELLA. NEOUS. 

INTOXICATING LIQUORS. 

REGULATIONS NO. 4, ALCOIIOL TAX A. CT. 1048 — 13 — 12849 
T. D. 5618 

TITLE 27 — INTOXICATING LIQUORS. — CII %PTER I, PART 4. — LABELING pnn 
ADVERTISING OF IVINE. 

Amending Regulations No. 4, under the Federal Alcohol Admin- 
istration Act. 

TIIEASURY DEPART%I ENT~ 

OFFn E or COMMISSIONER OF INTER lAL REvENUE, 
fVashington 85, D. g. 

To D. 'strict Supervisors and Others Concerned: 
A. notice of a public hearing to be held in Washington, D C, pn 

January 15, 1947, and in San Francisco' Calif. , on January 31, 1947, 
h respect to ceitain pioposals to ameiid Reg~lat~o~s No. 4 Rel 

io Labeling and Advertising of. Wine, was published in the Federa1 
Register on Deceniber 27, 1046 (volume 11, No. 251, page 14694). 

Upon the conclusion of the said hearing and after consideration of 

all relevant material submitted by interested parties in connection 
therewith regarding proposals numbered 1 — 4, 6 — 25, each inclusive, of 

said notice, the following amendments to Article I (g) and (j), sec- 

tion 21, classes 1, 4, 5, 6, 7, and 8, section 22 (b) and (c), section 24(b), 
section 32(b) (5). section 34(a), section 35 (a) and (b), section 36, 
section 38(b), section, '&9 (a) and (b), section 64 (c) and (i), section 

72(a), and section 80 of said Regulations No. 4 are hereby adopted, to 

become efFective as stated. 
With respect to paragraphs numbered. 3 and 7 hereof, in so far as 

they authorize an increase in the amount of added sugar and water 
solution in the production of certain standard loganberry, currant, 
n»d gooseberry wines, and permit the omission of ~the labeling state- 

ment "Made with over 35 per cent sugar solution, " with respect to 

such wines, it, is found that compliance with the notice, public rulc 

I»aking procedure, and efFective date requirements of the Adrninistra- 
tive Procedure Act, (Public Law 404, Seveiity-ninth Congress) is ini- 

practicable, unnecessary, and contrary to the public interest for the 

reason that the Act of July 14, 1047 (Public Law 186, Eightieth 
Congress, first, session [C. B. 1047 — 2, 336] ) specifically authorized such 

an increase and renclered invalid the former and inconsistent require- 
ments of these regulations. 

1. In order to substitute the term "added brandy or alcohol" for 
the term "fortifying spirits" so that the latter term may be delete(1 
from the standards of identity, subsection (g) of Article I (27 CFR, 
4. 1(g) ) is amended to read: 

(g) As used in the phrase "added brandy or alcohol" the term "brandv 
means brandy or wine spirits for use in the fortification of wine as permitted by 

internal revenue law. The term "alcohol" nieans ethyl alcohol distilled at or 

above 190' proof. 

This amendinent shall become efFectivc on the thirty-first day after 
the date of its publication in the I&'ederal Register. 
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2. In order to conform the definition of the term "gallon" as used 
in these regulations to that used for internal revenue purposes, Ar- 
ticle I(j) (27 CI& R, 4. 1(j) ) is amended to read: 

(j) The term "gallon" means United States gauon of 231 cubic inches of alco- 
holic beverage at 60' F. All other liquid measures used are subdivisions of the 
gallon as so defined. 

This amendnient shall become effective on the thirty-first day after its 
publication in the Federal Register. 

3. In order to authorize red, pink (rose), amber, or white mine to be 
designated as such; to delete the term " fortifying spirits "; to author- 
ize wines containing no added spirits or alcohol to be designated as " natural "; to authorize" light " wines to be also designated as" table " 
wines; to establish standards of identity for "dessert" wines; to 
authorize certain dessert wines to be designated as "angelica, " "lna- 
deira, " "muscatel, " "sherry, " and "port, " requiring in some cases 
such designation to be qualified by the word "light "; and to elimi- 
nate the present standards for "red wine, " "white wine, " "natural 
mine, n "angelica, " "madeira, " "muscatel, " "port, " "sherry, " "light 
port, " and "light sherry "; to recognize the provisions of section 4 of 
the Act of July 14, 1047 (Public Law 18(), I&:ightieth Congress, first 
session), increasing), under certain circumstances, the amount of sugar 
and mater solutiolz which may be added in the case of loganberry, 
currant, or gooseberry mines; classes 1, 4, 5, and 0 of section 21 (27 
CFR, Cum. Supp. , 4. 21 (a), (d), (e), and (f) ) are amended to read 

s follows: 
CrJ ss 1. Grape zrinc. — (a) "Grape wine" is wine produce&i bv the normal 

alcoholic fermentation of the juice of sound, ripe giapes (including restored or 
unrestored pure condensed grape must), with or without tlie addition, after 
fermentation, of pure condensed grape must, and. with or without added grape 
brandy or alcohol, but without other addition or abstraction except as may occur 
in cellar treatment: Provided, That the product may be ameliorated before, 
during, or after fermentation by either of the following methods: 

(1) By addin. , separately or in combination, dry sugar, or such an amount 
of sugar and water solution as will not increase the volume of the resulting 
product more than 85 per cent; but in no event shall any product so amelio- 
rated have an alcoholic content, derived by fermentation, of more than 18 
per cent by volume, or a natural acid content, if water has been added, of 
less than 5 parts per thousand, or an unfermented residual sugar content, 
derived from added su ar, of more thau 15 per cent by weight. 

(2) Bv addin, , separately or in combination, not more than 15 per cent 
by wei ht of dry sugar, or not more than 10 per cent by weight of water. 

The maximum volatile acidity, calculated as acetic acid and exclusive of sulphur 
dioxide, shall not be for natural red wine more than 0. 14 gram, and for other 
grape wine more than 0. 12 graru, per 100 cubic centimeters (20' C. ). 

Grape wine deriving its characteristic color or lack of color from the presence 
or absence of the rcd coloring matter of the skins, juice, or pulp of grapes may 
be designated as "red wine, " "pink (or rose) wine, " "amber wine, " or "white 
wine, " as the case may lie. 

Any grape wine containing no added grape brandy or alcohol may be furtlier 
designated as " natui al. " 

(b) "Table wine" is grape wine having an alcoholic content not in excess of 
14 per cent by volume. Such wine may also be designated as "liglit wine, " "r&id 
table wine, " "light white wine, " "sweet table wine, " etc. , as the case may be, 

(c) "Dessert wine" is grape wine having an alcoholic content in excess of 
14 per cent but not in excess of 24 per cent by volume. Dessert wine having the 
taste, aroma, and characteristics generally attributed to sherry and an alcoholic 
content, derived in part from added grape brandy or alcohol, of not less than 
17 per cent by volume, may be designated as "sherry. " Dessert wines having tlie 
taste, aroma, and characteristics generally at. tributed to ang'elica, madeira, , musca- 
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tel, and port and an alcoholic content, rlerived in part from a(lded grape brandy 
or alcohol, of not less than 18 per cent by volume, may be designated as "angelica " 

"' madeira, " "muscatel, " or "port, " respectively. Dessert wines having the taste 
aroma, and characteristics generally attributed to any of the above products and 
an alcoholic content, derived in part from added grape brandy or alcohpl, in 
excess of 14 per cent by volume but, in the case of sherry, less than 17 per cent 
or, in other cases, less than 18 per r. ent by volume, may be designated as "light 
sherry, " "light angelica, " "light madeira, " "light muscatel, " or "light port» 
respectively. 

CL&ss 4. Citrus Mine. — (p) "Citrus wine" or "citrus fruit wine" is wine 
produced by the normal alcoholic fermentation of the . juice of sound, ripe cktrrrs 

fruit (including restored or unrestored pure condensed citrus must), with pr 

without the addition, after fermentation, of pure condensed citrus must, anrk 

with or without added citrus bran&ly or alcohol, but without any other addition 
or abstraction except as may nccur in cellar treatment: Prrrpided, That the prod. 
uct may be ameliorated before, during, or after fermentation by adding, separately 
or in combination, dry sugar, or such an amount of sugar and water solution as 
will not iucrease the volume of the resulting product more than 85 per cent, 
but in no event shall any product so ameliorated have an alcoholic content, 
derived by fermentation, of more than 18 per cent by volume, or a natural acid 
content, if water has been added, of less than 5 parts per thousand, or an un- 
fermented residual sugar content, derived from added sugar, of more than 15 
per cent by weight 

The maximum volatile acidity, calculated as acetic acid and exclusive of sul- 

phur dioxide, shall not be, for natural citrus w'ine, more than 0. 14 gram, and 
for other citrus wire, more than 0. 12 gram, per 100 cubic centimeters (20' C, ), 

Any citrus wine containing no added brandy or alcohol may be further desig- 
nated as "natural. " 

(h) "Citrus table wine" or "citrus fruit table wine" is citrus wine having 
an alcoholic content not in excess of 14 per cent by volume. Such wine may 
also k&e designated "light citrus wine, " "light citrus fruit wine, " "light sweet 
citrus fruit wine, " etc. , as the case may be. 

(p) "Citrus dessert wine" or "citrus fruit dessert wine" is citrus wine having 
an alcoholic content in excess of 14 per cent but not in excess of 24 per cent by 
volume. 

(d) Citrus wine derived wholly (except for sugar, water, or added alcohol) 
from one kind of citrus fruit, shall be designated by the word "vine" qualified 
by the name of such citrus fruit, e, g. , "orange wine, " "grapefruit wine. " Citrus 
wine not derived wholly from one kind of citrus fruit shall be designated as 
"citrus wine" or "citrus fruit wine" qualified by a truthful and adequate state- 
ment of composition appearing in direct conjunction therewith. Citrus wine 
rendered effervescent by carbon dioxide resulting solely from the secondary ter- 
mentation of the wine within a closed container, tank, or bottle shall be further 
designated as "sparkling "; and citrus wine rendered effervescent by carbon 
dioxide otherwise derived shall be further designated as "carbonated. " 

Cnxss o. Fruit &r&inp. — (rr) "Fruit wine" is wine (other than grape wine or 
citrus wine) produced by the normal alcoholic fermentation of the juice of sound, 
ripe fruit (including restored or unrestored pure condensed fruit must), with 
or without the addition, after fermentation, of pure condensed fruit must, and 
&vith or without added fruit brandy or alcohol, but without other addition or 
abstraction except as mav occur in cellar treatment: Provided, That the product 
may be ameliorated before, durin, or after fermentation by adding, separately 
or in combination, dry sugar, or such an amount of sugar and water solution as 
will increase the volume of the resulting product, in the rase of wines produced 
from loganberries, currants, or gooseberries, having a normal acidity of 20 
parts or more per thousand, not more than 00 per cent, and in the case of other 
fruit wines, not more than 85 per cent, but in no event shall any product sp 
ameliorated have an alcoholic content, derived by fermentation, of more than 
18 per cent by volume, or a natural acid content, if water has been added, of 
less than 5 parts per thousand, or an unfermented residual sugar content, derived 
from added sugar, of more than 15 per cent by weight. 

Thc maximum volatile acidity, calculated as acetic acid and exclusive of sulphur 
dioxide, shall not be, for natural fruit wine, more than 0. 14 gram, and for other 
fruit wine, more than 0. 12 gram, per 100 cubic centimeters (20' C. ). 

Any fruit wine containing no added brandv or alcohol may be further desig- 
nated as "natural. " 

(k&) "Berry wine " is fruit wine produced from berries. 
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(o) "Fruit table wine" or "berry table wine" is fruit or berry wine having 
sn alcoholic content not in excess of 14 per cent by volume. Such wine may:ilso 
be designated "light fruit wine, " or "light berry wine. " 

(d) "I"ruit dessert wine" or "berry dessert wine" is fruit or berry wine hav- 
ing an alcoholic content in excess of 14 per cent but not in excess of 24 per cent 
by volume. 

(e) Fruit wine derived wholly (cxcept for sugar, water, or added alcohol) 
from one kind of fruit shall be designated by the word "wine" qualified by the 
name of such fruit, e. g. , "peach wine, " "blacl-berry wine. " Fruit wine not de- 
rived ivholly from one kind of fruit shall be designateil as "fruit wine " or "berry 
wine, " as the ease may be, qualified by a truthful and adequate statement of com- 
position appearing in direct conjunction therewith. Fruit wines which are ile- 
rived whony (except for sugar, water, or added alcohol) froni apples or pears 
may be designated "cider" and "perry, " respectively, and shall be so designated 
if lacking in vinous taste, aroma, and characteristics. Fruit wine rendered efier- 
vescent by carbon dioxide resulting solely froin the seconilary fermentation of 
the wine within a closed container, tank, or bottle shall be further designated as 
"sparkling "; and fruit. wine rendered effervescent by carbon dioxide otherwise 
derived shall be further designated as "carbonated. " 

CLiiss 0. )Vine from other agricultural' products. — («) %Vine of this class is 
wine (other. than grape wine, citrus wine, or fruit mine) made by the normal 
alcoholic fermentation of sound ferinentable agricultural products, either fresh 
or dried, or of the restored or unrestored pure condensed must thereof, with the 
addition, before or during fermentation, of a volume of water not greater than the 
minimum necessary to correct natural moisture deficiencies in such products, 
with or without the addition, after fermentation, of pure condensed must, and 
with or without addeil alcohol or such other spirits as will not alter the character 
of the product, but without other addition or abstraction except a. s may occur in cel- 
lar treatment: Provided, That the product may be ainelioraied before, during, . or 
after fermentation by adding, separately or in combination, dry sugar, or such an 
;unount of sugar and water solution as will not increase the volume of the resultiiig 
product more than 3fi per cent, but in no event sliall any product so;iineliorated 
have an alcohol'c content, derived by fermentation, of more than 13 per cent by 
volume, or a natural acid content, if water has been added, of less than 5 parts per 
thousand, or an unfermented residual sugar conteiit, derived from added sugar, 
of more than 15 per cent by weight. 

The maximum volatile acidity, calcu'ated as acetic acid and exclusive of sul- 
phur dioxide, shall not be, for natural wine of this class, more tlian 0. 14 gram, and 
for other wine of this class, more than 0. 12 gram, per 100 cubic centimeters 
(20' C. ). 

%Vine of this class containing no added alcohol or other spirits may be further 
designated as "natural. " 

(b) "Table wine" of this class is wine having an alcoliolic content not in excess 
of 14 per cent by volume. Such wine may also be designated as " light. " 

(c) "Dessert wine" of this class is wine having an alcoholic content in excess 
oi' 14 per cent but not in excess of 24 per cent by volume. 

(ii) "Raisin wine" is wine of this class made from dried grapes. 
(e) "Sake" is wine of this class produced from rice in accords. nce with the 

commonly accepted method of inanufacture of such product. 
(f) V ine of this class derived wholly (except for sugar, waier, or added 

alcohol) from one kind of agricultural product shall, except in the case of 
"sake, " be designated by the word "wine" qualificd by the name of such agri- 
cultural product, e. g. , "honey wine, " "raisin wine, " "dried blackberry wine. " 
Wine of this class not derived ~holly from one kind of agricultuial product 
shall be designated as "wine" qualified by a truthful and adequate statement 
of composition appearing in direct conjunction therev ith, Wine of this class 
rendered effervescent by carbon dioxide resulting solely from the secondary 
fermentation of wine within a closed container, tank, or bottle shall be furtlier 
designated as 'sparkling"; and wine of this class rendered effervescent by 
carbon dioxide otherwise derived shall be further designated as "carbonated. " 

This amendment relieves restrictions formerly contained in the regu- 
lations and shall become e8ective on the date of its publication in the 
Federal Register. 
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4. In order to establish a standard of identity for aperitif wines as 
a class of wines and for vermouth as a type of aperitif wine, class 7 pf 
section 21 (27 CFR, Cum. Supp. , 4. 21(g) ) is amended to read: 

QLAss 7. Apertif nine. — (u) "Apertif wine" is wine having an alcoholic con- 
tent of not less than 15 per cent by volume, compounded from grape wine contam. 
ing added brandy or alcohol, flavored with herbs and other natural aromaflc 
flavoring materials, with or without the addition of caramel for coloring pur 
poses, and possessing the taste, aroma, and characteristics generally attribut~ 
to aperitif wine and shall be so designated unless designated as "vermouth" 
under subsection (b) hereof. 

(b) "Vermouth" is a type of aperitif wine compounded from grape wine, 
having the taste, aroma, and characteristics generally attributed to vermouth, 
and shall be so designated. 

This amendment shall become e8ective on the thirty-first day after its 
publication in the Federal Register. 

5. In order (1) to eliminate the present standard for "concentrate 
wine" and to include such wines within the standard for "imitation 
wines, " and (2) to include wi(. hin the standard for "substandard 
wines "wines to which have been added excessive amounts of sugar am] 

water solution, and to require such wines to be so designated, class 8 

of section 21 (27 CFR, Cum. Supp. , 4. 21(h) ) is amended to read: 
Czxss 8. Imitation end substandard mime. — (u) "Imitation wine" shall bear 

as a part of its designation the word "imitation, " and shall include: 
(1) Any wine containing synthetic materials. 
(2) Any wine made from a mixture of water with residue remaining after 

thorough pressing of grapes, fruit, or other agricultural products. 
(8) Any class or tvpe of wine the taste, aroma, color, or other character- 

istics of which have been acquired, in whole or in part, by treatment with 
methods or materials of any kind, if the taste, aroma, color, or other charac- 
teristics of normal wines of such class or type are acquired without such 
treatment. 

(4) Any wine made from must concentrated at any time to more than 
80' (Balling). 

(b) "Substandard wine" shall bear as a part of its designation the word 
"substandard, " and shall include: 

(1) Any wine having a volatile acidity in excess of the maximum pre- 

scribed therefor in this article. 
(2) Any wine for which no maximum volatile acidity is prescribed in this 

article, having a volatile acidity, calculated as acetic acid and exclusive of 
sulphur dioxide, in excess of 0. 14 gram per 100 cubic centimeters (20 C. ). 

(8) Any wine for which a standard of identity is prescribed in this arti- 
cle, which, through disease, decomposition, or otherwise, fails to have 
the composition, color, and clean vinous taste and aroma of uormal wines 
conforming to such standard. 

(4) Any "grape wine, " "citrus wine, " "fruit wine, " or "wine from other 
agricultural products" to which has been added sugar and water solution 
in an amount which is in excess of the limitations prescribed in the stand- 
ards of identity for these products, unless, in the case of "citrus wine, " 
"fruit wine" and "wine from other agricutural products" the normal acid- 
ity of the material from which such wine is produced is 20 parts or more 
per thousand and the volume of the resulting product has not been increased 
more than 60 per cent by such addition. 

This amendment shall become efFective on the thirty-firs day after 
the date of its publication in the Federal Register. 

6. In order to eliminate the present requirement of the regulations 
that, of the total of 850 parts per million of sulphur dioxide or sul- 

phites expressed as sulphur dioxide permitted to be present in fili- 
ished wine without resulting in an alteration of the class or type 
thereof, not more than 70 of such parts be in a free state, the pro- 
viso in paragraph numbered (1) of subsection (b) of section 22 (27 
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CFR, Cum. Supp. , 4. 22(b) (1) ) is amended by eliminating therefrom 
the following parenthetical phrase: 
(not more than 70 of such parts being in a free state), 
This amendment relieves a restriction previously contained in the i eg- 
ulations and shall become e6ective on the date of its publication in tlie 
Federal Register. 

7. In order to recognize section 4 of the Act of July 14, 1947 (Public 
Law 18(l, Eightieth Congress, first session), authorizing, under cer- 
tain circumstances, an increase in the amount of sugar and water solu- 
tion tliat may be added in the case of loganberry, currant, and goose- 
berry wines, paragraph numbered (5) of subsection (6) of section 22 
(27 CFR, Cum. Supp. , 4. 22 (b) (5) ) is amended to read: 

(5) Treatment of any class or type of wine for which a standard of iden- 
tity is prescribed in this article with sugar or water in excess of the quan- 
tities specifically authorized by such standard: Provided, That the class 
or type thereof shall not be deemed to be altered (1) ivhere such ivine 
(other than grape wine) is derived from fruit, or other agricultural prod- 
ucts, having a high normal acidity, if the unfermented residual sugar 
content, derived from added sugar, is not more than 20 per cent by weight, 
and the content of natural acid is not less than 7. 5 parts per thousand, 
and (2) where such wine is derived exclusively froio fruit, or other agri- 
cultural products, the normal acidity of which is 20 parts or more per thou- 
sand, if the volume of the resulting product has been increased not more 
than 00 percent by the addition of sugar and water solution, for the sole 
purpose of correcting natural deficiencies due to such acidity, and (except 
in the case of such wines when produced from loganberries, currants, or 
gooseberries) there is stated as a part of the class and tvpe designation 
the phrase " Made with over 35 per cent sugar solution. " 

This amendment relieves a restriction formerly contained in the regu- 
lations and shall become effective on the date of its publication in the 
Federal Register. 

8. In order to clarify the present regulations authorizing, as per- 
mitted cellar treatment, normal and. customary pasteurization and 
refrigeration treatments, paragraphs numbered (2) and (3) of sub- 
section (c) of section 22 (27 CFR, Cum. Supp. , 4. 22(c) (2) and. (8)) 
are amended to read: 

(2) Treatment with pasteurization as necessary to perfect the wines to 
commercial standards in accordance with acceptable cellar practice but only 
in such a manner and to such an extent as not to change the basic com- 
position of the wine nor to eliminate any of its characteristic elements. 

(3) Treatment with refrigeration as necessary to perfect the wine to com- 
mercial standards in accordance with acceptable cellar practice but only 
in such a manner and to such an extent as not to change the basic com- 
position of the wine nor to eliminate any of its characteristic elements. 

This amendment relieves restrictions contained in, and is interpreta- 
tive of, present regulations and shall become effective on the date of 
its publication in the Federal Register. 

9. In order to further limit the use of semigeneric class or type 
names of geographic significance upon wines of an origin difFerent 
from that indicated by the name by specifically providing that such 
names may only be used. upon wines having the taste, aroma, and 
characteristics generally attributed to wines of such class or type, sub- 
section (5) of section 24 (27 CI'R, Cum. Supp. , 4. 24(b) ) is amended 
to read: 

(y) A name of geographic significanc, which is also the designation of a 
class or type of wine, shall be deemed to have become semigeneric on]y if so 
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found by the Deputy Commissioner. Semigeneric designations may be used tp 
designate wines of an origin other than that indicated by such name only if there 
appears in direct conjunction therewith an appropriate appellation of origin 
disclosing the true place of origin of the wine, and if the wine so designated 
conforms to the standard of identity, if any, for such wine contained in these 
regulations, or, if there be no such standard, to the trade understanding of such 
class or type. 

This amendment shall become effective on the thirty-first day after 
the date of its publication in the Federal Register. 

10. In order to permit the omission of the type designation 
"table" or "dessert" from the required designation of these wiiies 
and to recognize the elimination of the standards for red, white, and 
natural wines as types of wine, the first sentence of subsection (g) of 
section 84 (27 CFR, Cum. Supp. , 4. 84(a) ) is amended to read: 

(a) Thc class of the wine shall be stated and such statement shall be in con 
formity with Article II of these regulations if the wine is defined therein, except 
that "table" (" light ") and "dessert. " wines need not be designated as such. 

This amendment relieves restrictions formerly contained in the regu- 
lations and shall become eAective on the date of its publication in tile 
Federal Register. 

11. In order to require& in conformity with the requirements of pres- 
ent Internal Revenue regulations (Regulations 7, section 178. 228, 26 
CFR, 1945 Supp. , 178. 228), that, in the event the place of bottling 
or packing is not stated upon . the labels of domestic wine bottled or 
packed in internal revenue bonded premises, the internal revenue reg- 
istry number of such premises be stated, the first paragraph of sub- 
section (a) of section 85 (27 CFR, 4. 85(a) ) is amended to read: 

(a) Dornegtfo N, &«c. — On labels of containers of domestic wine there shall bc 
stated the name of the bottler or packer and the place where bottled or packed 
(or in lieu of such place, the principal place of business of the bottler or packer 
if in the same State where the wine was bottled or packed, and, if bottled or 
packed on internal revenue bonded premises, the internal revenue registry number 
of such premises) immediatelv preceded by the words, "Bottled by" or "Packed 
by " except that— 
This amendment shall become cfl'ective on the thirty-first day after 
the date of its publication in the Federal Register. 

12. In order to permit bottlers or packers of wine who have also 
treated the wine in such manner as to change the class thereof (e. g. , 
by making aperitif wine out of grape wine or by carbonating still wine) 
to describe themselves as producers of the wine in the required name 
and address statement, paragraph numbered (1) of subsection (a) 
of section 85 (27 CFR, 4. 85 (a) (1) ) is amended to read: 

(I) If the bottler or packer is also the person who made not less than 75 
per cent of such wine by crushing the grapes or other materials, fermenting 
the must and clarifying the resulting wine, or if such person treated the 
wine in such manner as to change the class thereof, there may be stated, ta 
lieu ot the words "Bottled by" or "Packed by, " the words "Produced and 
bottled by" or "Produced and packed by. " 

This amendment relieves restrictions formerly contained in the regu- 
lations and shall become effective on the date of its publication in the 
Federal Register. 

13. In order to restrict the use of the word "manufactured" in re- 
quired or optional name and address statements on the labels of wine 
to the labels of imitation wine, paragraphs numbered (2) and (3) of 
subsection (u) and the first paragraph of subsection (5) of section 35 
(27 CI&'R, 4. 35 (a) (2) and (3) and (b) ) are amended to read: 
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(2) If the bottler or packer has also either made or treated the wine, 
otherwise than as described in (1) above, there may be stated, in lieu of 
the words "Bottled by" or "Packed by, " the phrases "Blended a»d bottled 
(packed) by, " "Rectified and bottled (packed) by, " "prepared and bottled 
(packed) by, " "5Iade and bottled (packed) by, " as the case may be, or, in 
the case of imitation wine only, "SIanufactured and bottled (packed) by. 

(3) In addition to the name of the botiler or packer and the place where 
bottled or packed (but not in lieu thereof. ) there may be stated the na. me 
and address of any other person for whom such wine is bottlecl or packed, 
immediately preceded by the words "Bottled for" or "packed for" or 
"Distributed by" or other similar statement; or the name and principal 
place of business of the rectifier, blender, or maker, immediately preceded 
bv the words "Rectified by, " "Blended by, " or "blade by, " respectively, or, 
in. the case of imitation vvine only, " ifanufactured by. " 

(b) Imported koine. — On labels of containers of imported wine, there shall 
be stated the vvords "Imported by" or a similar appropriate phrase, a. nd imme- 
diately thereafter the name of the permittee who is the importer, agent, sole dis- 
tributor, or other person responsible for the importatio», together with the 
principal place of business in the United States of such person. In addition, but 
not in lieu thereof, there may be stated the name and principal place of business 
of the foreign producer, blender, rectifier, maker, bottler, pacl-er, or shipper, 
prececled by the phrases "Produced by, " "Blended by, " "Itectiiied by, " "Made 
by, 

" "Bottled by, " "Packed by, " "Shipped by, " respectively, or, in the case of 
imitation wine only, "Manufactured by. " 
This amenclment shall become effective on July 1, 1040. 

14. In order to permit, in the name and address statement required 
to appear on the labels of imported wine bottled or packed after im- 
portation by the person responsible for the importation, a statement of 
the address of such person's principal place of business in lieu of the 
address of the place where such wine was bottled or packed, paragraph 
numbered (1) of subsection (5) of section 85 (27 Cl'R, 4. 35(b) (1) ) 
is amended to read: 

(1) If the wine is bottled or packed in the United States, there shali be 
stated, in addition, the uame of the bottler or packer and the place where 
bottled or packed immediately preceded by the words "Bottled bv" or 
"Packed by. " If, however, the wine is bottled or pacl-ed in the United 
States by the person responsible for the importation, there may be stated, 
in lieu of the above required statements, the name and principal place of 
business in the United States of such person, immediately preceded by the ' 
phrase "Imported and bottled (packed) by" or a similar. appropriate phrase. 

This amendment relieves restrictions formerly contained in the regu- 
lations and shall become eQ'ective on the date of its publication in the 
I'ederal Register. 

15. In order to require that "table" (" light" ) wines be so desig- 
nated if they do not bear a statement of alcoholic content, paragraph 
numbered (5) of section M (27 CFR, Cum. Supp. , 4. 82(b) (1) ) and 
subsection (a) of section 36 (27 CFR, 4. 86(a) ) are amencled to read: 

(5) Alcoholic content, or type designation in lieu thereof, in accordance 
with section 36 below. 

(a) Alcoholic content shall be stated in the case of wines containing more than 
14 per cent of alcohol by volume, and, in the case of wine containing 14 per cent 
or less of alcohol by volume, either the type designation "table" wine (" light" 
wine) or the alcoholic content shall be stated. Any stateruent of alcoholic con- 
tent shall be made as prescribed in (5) below. 

This amendinent shall become effective on July 1, 1MO. 
10. In order to increase the permittecl tolera~nce in statements of 

alcoholic content for table wine only from 1 (o 1. 5 per cent by volume, 
subsection (b) of section o6 (27 CI"R, 4. Ã(b) ) is mended to read: 
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(5) Alcoholic content shall be stated in terms of Percentage of alcohol by 
volume, and not otherwise, as provided in either subparagraph (1) or (2) below 

(1) "Alcohol per cent by volume. " Except as provided in (p) 
below, a tolerance of 1 per cent, in the case of wines containing more than 14 
per cent of alcohol by volume, and of 1. & per cent, in the ease of wines cpn. 
taining 14 per cent or less of alcohol by volume, will be permitted either above 
or below the stated percentage. 

(2) "Alcohol per cent to per cent by volume. " Except as 
provided in (c) below, a range of not more than 2 per cent, in the case pf 

wines containing more than 14 per cent of alcohol by volume, and of npt 

more i. han 8 per cent, in the case of wines containing 14 per cent or less pf 
alcohol by volume, will be permitted between the minimum and maxhnum 

percentages stated, and no tolerances will be permitted either below such 
minimum or above such maximum. 

This amendment relieves restrictions formerly contained in the regu 
lations and shall become eRective on the date of its publication in the 

Federal Register. 
17. In order to prohibit alcoholic content statements on the labels 

of wine which, because of permitted tolerances or otherwise, indefi- 

nitely or incorrectly indicate the class, type, or taxable grade of such 

wine, section 86 (27 CFH, 4. 86) is further aniended by adding the 

following new subsection (c) at the end thereof: 
(c) Regardless of the type of statement used and regardless of tolerances 

normally permitted in direct statements and ranges normally permitted in 

maxiruum and minimum statements, alcoholic content statements, whether re- 

quired or optional, shall definitely and correctly indicate the class, type, and 

taxable grade of the wine so labeled and nothing in this section shall be con- 

strued as authorizing the appearance upon the labels of any wine of an alcoholic 
content statement in terms of maximum and miniroum percentages which over- 

laps a prescribed limitation on the alcoholic content of any class, type, or taxable 
grade of wine, or a direct statement of alcoholic content which indicates that the 
alcoholic content of the wine is within such a limitation when in fact it is npt, 

This amendment shall become effective on the thirty-first day after 
the date of its publication in the Federal Register. 

18. In order to require that statements of alcoholic content on the 

labels of bottled wine appear in script, type, or printing not larger 
than 8-point Gothic caps, subsection (5) of section 88 (27 CFR, 
4. 88(b) ) is amended to read: 

(b) Size of type. — All statements (other than alcoholic content statements 
upon labels of containers having a capacity of 1 gallou or less) required on labels 

by this article, shall be in readily legible script, type, or printing not smaller than 
8-point porrrrc c~s, except that if contained among other descriptive or explana- 
tory reading matter, the script, type, or printing of all required material shall 
be of a size substantially more conspicuous than such other descriptive or explana- 
tory reading matter: Provided, That in the case of labels of containers having s 
capacity of less than one-half pint, such script, type, or printing thereon need npt 

be in 8-point Gothic caps, but shall be readily legible under ordinary conditions. 
Alcoholic content statements, whether required or optional, on labels on con- 

tainers having a capacity of 1 gallon or less shall be readily legible under ordinary 
conditions, but shall not appear in script, type, or printing larger or more con- 

spicuous than 8-point Gothic caps. 

This amendment shall become eRective on July 1, 1949. 
19. In order to prevent the use on wine Labels, in brand name or class 

and type designations, of any coined word or name which simulates or 
imitates the name of any class, type, or permitted designation of wine 
unless the wine so labeled is entitled to such designation, subsection 
(a) of section 89 (27 CFR, 4. 89(a, )) is amended by adding at the 

end thereof the following new subparagraph numbered (8): 
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(8) Any coined word or name in the brand name or class and type desIg- 
nation which simulates, imitates, or which tends to create the imPression 
that the wine so labeled is entitled to bear any class, type, or permitted 
designation recognized by these regulations unless such wine contorms to 
the requirements prescribed with respect, to such designation and is in fact 
so designated on its labels. 

This amendment shall become eA'ective on July 1, 1'0P 
20. In order to permit in the labeling and advertising of wine gen- 

eral inconspicuous references to methods of wine production, including 
aging, of an informative nature— 

A. Subsection (b) of section 60 (27 CFR, 4. 80(b) ) ls amen«d by 
adding at the end. thereof, the following new subparagraph (4): 

(4) Truthful references of a general and informative nature relating to 
methods of wine production involving storage or aging, such as "This wine 
has been mellowed in oak casks, " "Stored in small barrels, " or "Matured 
at regulated temperatures in our cellars, " may appear, but only in an incon- 
spicuous manner and then only on back labels or on other matter accompany- 
ing the container, 

B. Subsection (c) of section 64 (27 CFR, 4. 64(c)) is amended by 
adding at tlute end thereof the following new subparagraph num- 
bered (8): 

(8) Truthful references of a general and informative nature relating to 
methods of wine production involving storage or aging, such as "This wine 
has been mellowed in oak casks, " " Stored in small barrels, " or "Matured at 
regulated temperatures in our cellars, " may be ma. de. 

This amendment relieves restrictions formerly contained in the 
regulations and shall become e8ective upon the date of its publication 
in the Federal Register. 

21. In order to clarify any ambiguity in the provision of the regu- 
lations limiting the use of the word "importer " or similar words in 
advertisements of v'ine by making it clear that the provision relates 
only to domestic wines, subsection (i) of section 64 (27 CFR, 4. 64(i) ) 
is amended to read: 

(i) Use of the ioord "importer" or similar irords. — The word "importer" or 
similar words shall r. ot appear in advertisements of domestic wine except as 
part of the bona fide name of a permittee by or for whom, or of a retailer for 
whom, such wine is bottled or packed: Provided, That in all cases where such 
words are used as part of such name, there shall be stated the words "Product of 
the United States" or similar words to negate any impression that the product is 
imported, and such negating statements shall appear in the same size and kind 
of printing as such name. 

This amendment is clarifying and interpretative of present regulations 
and shall become effective on the date of its publication in the Federal 
Register. 

B2. In order to authorize, as additional standards of fill, 1 pint for 
all classes and types of wine, 2/s gallon for eQ'ervescent wines only, 
and»/te quart for aperitif wines only, subsection (a) of section 72 
(27 CFR, Cum. Supp. , 4. 72 (a) ) is amended to read: 

(a) The standards of fill for wine shall be the following, subject to the toler- 
ances hereinafter allowed— 

(1) For all wines: 
4. 9 gallons, 1 pint. 
8 gallons, 4/s pint. 
1 gallon, P!; pint. 

&/z gallon, 4 ounces. 
1 quart, 8 ounces. 
4/s quart, 2 ounces 
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(g) In addition, for sparkling and carbonated wines only: Ps gallon. 
(8) In addition, for aperitif wines only: &5/jg quart. 

This amendment relieves restrictions formerlv contained. in the regu- 
lations and shall become effective on the date of its publication in the 
Federal Register. 

(This Treasury decision is issued pursuant to and under the author 
ity contained in section 5 (e) and (f) of the Federal Alcohol Admin- 
istration Act, as amended (27 U. S. C. , 205 (e) and (f) ), 
Reorganization Plan No. III, paragraph 2 (54 Stat. , 1282), section 
8170 of the Internal Revenue Code (58 Stat. , 878) and section 161 of 
the Revised Statutes (5 U. S. C. , 22) . 

CARROLL E MEALEYy 

Deputy Commissioner of Internat Revenue. 

Approved May 28, 1948. 
GKO. J. SCHOENKMAN, 

Commissioner o f Interna/ Eeeenue. 
A L M W IGGINS~ 

Acting Secretary of the Treasury. 

(Published in the Federal Register Zune o, 1948. ) 

REGULATIoiNs No. 5 (ALcoHQI TAx ACT). 1948 — 18 — 12841 
T. D. 5617 

TITLE 27 — INTOXICATING LIQUORS. — CHAPTER I, PART 5. — LABELING AND 

ADVERTISING OF DISTILLED SPIRITS. 

Amending Regulations No. 5, under the Federal Alcohol Admin- 
istration Act. 

TREASURY DEPARTMENT) 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE, 

Washington 8b, D. C. 

To District Supervisors and Others Concerned: 
A notice of a public hearing to be held in Washington, D. C. , on 

January 18, 1947, and in San Francisco, Calif. , on January 80, 1947, 
with respect to certain proposals to amend Regulations No. 5, Relating 
to Labeling and Advertising of Distilled Spirits, was published in 
the Federa~l Register on December 27, 1946 (volume 11, No. 251' page 
14696). 

Upon the conclusion of the said. hearing and after consideration 
of all relevant material submitted by interested persons in coniiec- 
tion therewith regarding proposals numbered 1, 5 — 9, 14 — 17, 19 — 21, 
each inclusive, and 24 of said notice, the following amendments to 
Article I(h), section 21, class 4, section 84 (ot) and (e), section 
85(c) (3), section 88(d), sec(, ion 8~9 (a) and (5), and section 80 of 
said Regulations No. 5 are hereby adopted, to become effective as 
stated. 

1. In order to conform the definition of the term " gallon" as used 
in these regulations to that used for internal revenue purposes, Article 
I(h) (27 CFR, 5. 1 (h) ) is amended to read; 
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(~') The term "gallon" means bruited States gallon of N1 cubic inches of 
alcoholic beverage at 60 F. All other liquid measures used are subdivisions 
of the gallon as so defined. 

This amendment shall become effective on the thirty-first day after 
the date of its publication in the I» ederal Register. 

2. In order to increase from 20 per cent to 80 per cent the per- 
centages of lees and lees brandy which may be used in the production 
of "fruit brandy" and, in the case of fruit brandy distilled from 
juice or wine, to permit the addition of 20 per cent by weight of 
pomace to such juice or wine, section 21, class 4(a) (27 CFR, Cum. 
Supp. , 5. 21(d) (1) ) is anlended to read: 

(a) "Fruit brandy" is brandy distilled solely from the juice or mash of 
v hole, sound, ripe fruit, or from standard grape, citrus, or other fruit wine, 
having a volatile acidity, calculated as acetic acid and exclusive of sulphur 
dioxide, not in excess of 0. 20 gram per 100 cubic centimeters (20' C. ), with 
or without the addition of not more than 20 per cent by weight of the pomace 
of such juice or wine, or 80 per cent by volume of the lees of such wine, or 
both (calculated prior to the addition of water to facilitate fermentation or 
distillation), and shall include mixtures of such brandy with not more than 80 
per cent (calculated on a proof basis) of lees brandy. Fruit brandy, tlerived 
exclusively from grapes, shall be designated as "grape brandy" or "brandy. " 
Fruit brandy, other than grape brandy, derived exclusively from one variety 
of fruit, shall be designated by the word "brandy" qualified by the name of 
such fruit (e. g. , "peach brandy, " "apple brandy, " "orange brandy"), except 
that "apple brandy" may be designated "applejack. " Fruit brandy derived 
from more than one variety of fruit shall be designated as "fruit brandy, " 
qualifie bv a. truthful and adequate statement of composition (e. g. , "fruit 
brandy — a blend of 90 per cent grape brandy and 10 per cent blackberry 
brandv "). 
This amendment relieves restrictions formerly contained in the regu- 
lations and shall become eff'ective on the date of its publication in the 
Federal Register. 

3. In order to provide an inclusive designation for brandies produced 
for use in the trade from several diferent types of distilling material 
derived from the same fruit, section 21, class 4 (27 CFR, Cum. Supp. , 
5. 21(d)), is further amended by inserting the following new sub- 
section (ee) between subsections (e) and (f) thereof: 

(ee) "Residue brandy" is brandy distilled wholly or in part from the residue 
of fruit or wine, and shall be designated as "residue brandy" qualified by the 
name of the fruit from which derived. Brandy distilled wholly or in part front 
residue materials which conforms to any of the standards set forth in sub- 
sections (u), (c), (d), and (e) hereof may, regardless of such fact, be desig- 
nated "residue brandy" by the distiller thereof; but the use of this designation 
shall be conclusive, precluding any later change of designation. 

This amendment relieves restrictions formerly contained in the regu- 
lations and shall become e6'ective on the date of its publication in the 
Federal Register. 

4. In order to permit a standard brandy to be produced from ~ines 
having a volatile acidity of 0. 20 gram or less per 100 cubic centuneters 
although such brandy was distilled. at not more than 170' proof, 
clause (1) of subsection (g) of section 21, class 4 (27 CFR, Cum. 
Supp. , 5. 21(d) (7) (i) ) is amended to read: 

(1) Any brandy distilled from juice, mash, or wine having a volatile 
acidity, calculated as acetic acid and exclusive of sulphur dioxide, in excess 
of 0, 20 gram per 100 cubic centimeters (20' C. ); measurements of volatile 
acidity under this paragraph shall be calculated exclusive of water added 
to facilitate distillation. 
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This amendment relieves restrictions formerly' contained. in the regu 
lations and shall become eRective on the date of its publication in the 
Federal Register. 

5. In order to include as "substandard, " brandy distilled frpin 
deteriorated residue material, clause (2) of subsection (g) of section 
0 1 

y 
class 4 ( 97 CFR, Cum. Supp. , 5. ~ 1 ( d ) (7 ) ( ii ) ) is amended to read 

(2) Any brandy which has been distilled from unsound, moldy, diseased 
or decomposed juice, mash, wine, lees, pomace, or residue, or which shows in 

the finished product any taste, aroma, or characteristic associated with 
products distilled from such material, 

This amendment shall become efFective on the thirty-first day after the 
date of its publication in the Federal Register. 

6. In order to clarify the present regulations by removing any 
implication that any of the types of "corn whisky" may, regardless 
of labeling statements, be treated with charred wood chips, section 

84(d) (B7 CFR, Cum. Supp. , 5. 84(d)) is amended by changing the 

period at the end thereof' to a coloii and adding the following proviso: 

Provided, , That this subsection shall not be construed as authorizing the treat 
ment of any of the types of corn'whisky with charred vvood chips. 

This ainendment is interpretative of the present regulations and shal] 
become eRective on the date of its publication in the Federal Register. 

7. In order to provide that whisky distilled at not exceeding 160' 
proof from a fermented mash of not less than 80 per cent corn grain, 
not, subjected to treatment with charred wood chips, and stored in 

reused cooperage, be designated as one of the types of corn whisky and 

to prevent such products from being designated as " Whisky, distilled 
from bourbon mash, " section 84(e) (o7 CFR, 5. M(e) ) is amended 

by changing the period at the end thereof to a colon and adding the 

following proviso thereto: 
Provided, however, That any product conforming to the standard of identity 
prescribed for one of the types of corn whisky (section 21, class 2 (a), (d) (2), 
(h), and (i) ) shall, notwithstanding the provisions of this subsection, be desig- 
nated in accordance with such standard. 

This amendment shall become eRective on the thirty-first day after 
the date of its publication in the Federal Register. 

8. In order to authorize, on labels of distilled spirits bottled after 
importation by the importer, a statement of the address of the im- 

porter's principal place of business in lieu of the address of the place 
of' bott. ling, clause (3) of subsection (c) of section 35 (B7 CFR, 
5. N(c) (8) ) is amended to read: 

(8) On labels of imported distilled spirits bottled after importation by 
the person responsible for the importation, there shall be stated the words 
"Imported and bottled by, " "Imported and bottled exclusively by, " or a 
similar appropriate phrase, and immediately thereafter the name of such 
person and the address of the place where bottled or the address of such 
person's principal place of business. 

This amendment relieves a restriction formerly found in the regula- 
tions and shall become eRective on the date of its publication in the 
Federal Register. 

0. In order to authorize, in lieu of the statement "artificially col- 
ored" where such statement has formerly been required to appear on 
labels of distilled spirits colored by the addition of caramel alone, the 
statement "colored with caramel" or some similar statement, sec- 
tion 88 (d) (27 CFR, Cum. Supp. , 5. 88 (d) ) is amended to read: 
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(d) There shall be stated the words "ariificially co'iored" on the label of any 
distilled spirits containing synthetic coloring materials, or natural materials, 
other than caramel, the primary contribution of which is color, as well as upon 
the label of any distilled spirits, the labeling of which is such as to convey the 
impression that the color of the product is derived from a given source, if such 
color is, in whole or in part, not so derived. In the case of distilled spirits 
to which no coloring material other than caramel has been added the words 
"colored with caramel" or a substantially similar statement may appear in lieu 
of the words "artificially colored ": provided, That no such statement shall be 
required by reason of the use of caramel in any brandy or rum or in any type 
of whisky other than straight whisky: gnd proricied farther, That vvhere such 
statement would be required by reason of the use of natural fiavoring materials 
solely, there may be stated in lieu of "artificially colored" a truthful and atle- 
quate statement of the source of the color. , such as "color derived from (name 
of fruit, plant, etc. , the nasne of which the product pears) and other fruits (plants, 
herbs, etc. , or the name of such other fruits, plants, or herbs). " 
This amendhnent relieves a restriction formerly found in the regula- 
tions and shall become efFective on the date of its publication in the 
Federal Register. 

10. In order to authorize (1) the omission of age statements from 
the labels of whiskies four years or more old and to require an age 
statement to appear on the labels of all whiskies in whole or in part 
less than four years old, regardless of the country of origin; and (o) 
the use on the labels of certain whiskies of an age statement substan- 
tially the same as, though not, identical with, the statement formerly 
required— 

A. Section 89(ct) (1) and (2) (97 CFR, 5. 39(a) (1) and (9)) is 
amended to read: 

(a) Statements of age and percentage for sehisky. — Except in the case of 
straight whisky bottled under the Bottling in Bond Act of the United States 
and foreign or . domestic whisky (whether or not mixed or blended, but con- 
taining no neutral spirits) all of which is four years or more old, there shall he 
stated the follov;in ~: 

(1) Tvhisky, rye n;hislcy, etc, at d blended or unblended Scotch, Irish, 
and canadian tehisky. — In the case of whisky dehned in section 21, class 
2 and class 2 (a), (k), (I), and (m), if not mixed, thc age of the whisky; if 
mixed, the age of the youngest whisky. The statement of age in both cases 
under this paragraph shall be substantially as follows: "This whisky is 

(years and/or months) old. " 
(2) Straight sehisky. — In the case of any of the types of straight whisky, 

the age of the straight whisky. The statement of age in cases under this 
paragraph shall be substantially as follows: "This whisky is (years 

and/or months) old. " 
B. Section 89(a) (97 CFR, 5. 89(a) ) is further amended by add- 

ing the following new subparagraph (7) to follow immecliately sub- 
paragraph (6) thereof: 

(7) In the case of straight whisky bottled under the Bottling in Bond 
Act of the United States and foreign or domestic whisky (whether or not 

mixed or blended but containing no neutral spirits) all of which is four 
years or more old, statements of age shall be optional bnt, if macle, shall 
appear in the form specified for the appropriate class and type. 

C. Section 39(b) (27 CFR, Cum. Supp. , 5. 89(b) ) is also amended 
to read: 

(b) Statements of age for ram and brandy. — 
(1) Age may, but need not, be stated on labels of rums and brandies; 

provided, That an appropriate statement with respect to age shall appear 
on the brand label in the case of any brandy not aged for a period of at 
least two years. 
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(2) If age is stated, it shall be substantially as follows: "This rum 
is years old "; "This brandy is years old "; the blanks to be 
Oiled in with the age of the youngest distilled spirits in the product. 

These amendments shall become efFective on July 1, 1949. 
11. In order to permit, on the labels of "spirit whisky, " a state 

ment of age and percentage for each of the whiskies contained therein, 
section 39(a) (5) (27 CFR, 5. 39(a) (5) ) is amended to read: 

(5) Spirit whisky. — In the case of spirit whisky, the age of the whisky 
or strai ht whisky (or, if there be two or more whiskies or straight whiskies, 
then the age of the youngest whisky or straight whisky, or, if there be 
both whisky and straight whisky, then the age of the youngest whisky) 
together with the percentage by volume of the whisky or straight whisky 
and the percentage by volume of neutral spirits. Such statements shall be 
as follows: "The whisky (straight whisky) in this product is (years 
and/or months) old; per cent whisky (or per cent straight 
whisky and, if there be other whisky or whiskies, per cent whisky) 
and per cent neutral spirits" (continuing in accordance with the re- 
quirements of section 88(a) to state the commodity from which the neutral 
spirits is derived). If there be more than one whisky or (if there be no 
vrhisky) more than one straight whisl-y in the product, the statement of 
age shall read: "The whiskies (straight whiskies) in this product are 

(years and/or months) or more old" followed by the statement of 
percentages and of the commodity from which the neutral spirits is derived. 
In addition (but not as a substitute for the foregoing required statements) 
a statement may be made of the ages and percentages of all of the whisl-ies 
and straight whiskies in the product. Such statement, if made, shall be in 
the following form: " per cent straight whisky, years old, 

per cent straight whisky, years old, per cent whisky, 
years old and per cent whisky, years old. " The age 

and percentage blanks shall be Qlled with the respective ages and percentages 
of each of the straight whiskies and whiskies in the product. 

This amendment relieves restrictions formerly found in the regula- 
tions and shall become efFective on the date of its publication in the 
Federal Register. 

(This Treasury decision is issued pursuant to and under the au- 
thority contained in section 5 (e) of the Federal Alcohol A. dministra- 
tion Act, as amended (27 U. S. C. , 205(e) ), Reorganization Plan No. 
III, paragraph 2 (54 Stat. , 1232), section 3170 of the Internal Reve- 
nue Code (53 Stat. , 373) and section 161 of the Revised Statutes (5 
U. S. C. , 22) . 

CARROLL E. MKALEv) 
Deputy Commissioner of Internal Revenue. 

Approved May 28, 1948. 
GEO. J. SOHOENE3IAN& 

Commissioner of Internal Revenue. 
A. L. M. WIOOINs, 

Acting Secretary of the Treasury. 
(Published in the Federal Register June 5, IM8, ) 
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TITLE 26 — INTERNAL REVENUE, CEIAPTZR I, SUBCEIAPTER C, PART 186. — 
GAUGING AIANUAL. 

Amending the Gauging Manuah 

TREASURY DEPARTMENT& 
OFFICE or CGRIMISSIONZR OF INTERVAL PZVZNUZ, 

)Vasht'ngton 88, D. (;. 
To Dt'st)v'ct 8u~evvt'sons, Collectors of Interna/ J&!evenue& and Others 

C"once& ned; 
1. The purpose of this amendment is to authorize the storekeeper- 

ganger, in lieu of the district supervisor, to prepare the label to be 
aAized to the head of the new package ~here a change of package is 
made in the internal revenue bonded warehouse to prevent loss by 
leakage or to eA'ect a change in the kind of cooperage. 

o. Because the provisions of this Treasury decision relate to duties 
of 8 ireau personnel, not affecting the warehouseman, it is found 
that, it is unnecessary to issue such Treasury decision with notice and 
lmblic proceclure thereon uncler section 4(n) of the Administrative 
Procedure Act, approvecl tune 11, 1046& or subject to the e6'ective date 
limitation of section 4(c) of the s&aid Act. 

3. Pariigraphs 64 and 67 of the Gauging Manual, approved No- 
vember 21, 1938 (o6 CFR, Part 186) are hereby amended to read. as 
follows: 

AliTIGLE XII. — GHAiNGK GF PAGK iGE IN INTERNAL REVENUE BoNDED WARKIIGUsE 
To PRLVEivT Loss RY LEAKAGE. 

PAR. 64. The storekeeper-gau er will take the tare of the new package before 
transfer of the spirits, and upon completion of the transfer will prepare and sign a 
label to be affiaed to the head of the new package in the manner herein prescribed 
for the aflising of tax-paid stamps. The label shall be in the following form: 

"The spirits contained in this package, serial No. , were transferred to 
new barrel under date of . Upon withdrawal of this package, the 
storekeeper-gauger will determine the total tare by adding the soakage allow- 
ance to pounds, the weight of tliis barrel before spirits were placed therein, 
unless actual tare is taken. 

( Storekeeper-gauger. ) 

D(st& tct f&&o 

Allowance for soal-age will be made only for the new barrel when xvithdrawn. 
iNo allowance will be made for soakage in the original barrel. 

ARTIcLE XIII. — CIIANGE Iv KIND oF CQOPKRAGE Iv INTERvAL PiKVENUE BONDED 
HVAR&&IIOUSE. 

PAR. 67. Each new pacl'age will be given the same serial number, marks, and 
brands as the original package, and will co&&tain only spirits from one package. 
The storekeeper-gauger will take the tare of the new yackage before the transfer, 
and upon completion of the transfer will prepare and sign a label to be atfised by 
the proprietor to the head of each new package in the manner herein prescril&ed 
for the afffFdng of tax-paid stamps. The label shall be in the following form: 

"The spirits contained in this pacl. age, serial No. , were transferred 
to new barrel under date of 

( Eiu d of coopera 'e. ) 
by authority of Department letter dated 
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"The package from which the spirits herein were transferred was a 
(Kind oi 

barrel. Upon withdrawal of this package the storekeeper 
cooperage. ) 

gauger will determine the total tare by adding the soakage allowance to 
pounds, the weight of this barrel before spirits were placed therein, unless' actual 
tare is taken. 

( Storekeeper-gauger. ) 
Diatrict No. 

Allowance for soakage will be made only for the new barrel when 
withdrawn. No allowance will be made for soakage in the original 
barrel. 

4. This Treasury decision shall be eA'ective upon publication in the 
Federal Register. 

(This Treasury decision is issued under the authority contained in 
sections 2808 and 3176 of the Internal Revenue Code (U. S. C. , title 
26, sections 2808 and 8176). ) 

Gzo. J. ScmozNEMax. 
Commt'88i oner. 

Approved June 4, 1948. 
A. . L. M. WmurNs, 

Acting hecretary of the Treusnry. 

(Published in the Federal Register June 10, 1948. ) 
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OLEOMARGARINE. ' 

1948-8-127N 
MS. 318 

Schedule of oleomargarine produced and, materials used durin9 the mont!t of 
November, 19/7, as conipared saith November, 19)6. 

November, 
1947. 

November, 
1946. 

Total production of uncolored oleomargarine 

Total withdrawn tax-paid 

Ingredient schedule of uncolored oleomargarine: 
Butter culture. 
Butter flavor 
Citric acid. 
Coconut oil ' 
Corn oil 
Cottonseed oil 
Derivative of glycerine 
Diacetyl . 
Lecithin. 
Milk 
Monostearine 
Neutral lard . 
Oleo oil. 
Oleo stearine 
Oleo stock 
Peanut oil 
Salt 
Soda (benzoate of) 
Sodium sulpho acetate 
Soya bean oil 
Vitamin concentrate 

Total 

Total production of colored oleomargarine 

Total withdrawn tax-paid 

Ingredient schedule of colored oleomargarine: 
Butter flavor 
Coconut oil k 

Color 
Corn oil 
Cottonseed fiakes= 
Cottonseed oil 
Derivative of glycerine 
Discetyl 
Lecithin 
Milk 
Monostearine 
Neutral lard 
Oleo oil 
Peanut oil 
Salt 
Soda (benzoate of) 
Soya bean oil 
Soya bean stearine 
Vitamin concentrate 

Total 

Pounds. 
' 74, 097, 608 

74, 286), 56)8 

178. 934 
422, 890 

41& 717, 714 
126, 459 

165 
100, 360 

12, 522, 033 
87, 941 

244, 418 
245, 628 
335, 586 

57, 445 
125, 456 

2, 245, 680 
57, 587 
5, 620 

17, 101, 183 
11, 710 

75, 587, 090 

7, 708, 182 

3, 962, 373 

66 
1, 811, 440 

4, 162 
169 

3, 013 
2, 427, 935 

9, 4(i2 
66 

6, 760 
1, 296, 751 

4, 404 
8, 429 
1, 714 
6, 600 

247, 209 
3, 206 

1, 972, 561 
10, 575 

921 

7, 810, 383 

PounCh. 
' 55, 678, 603 

54, 983, 819 

125 
220 
436 

474, 130 
26, 369, 674 

94, 597 
99 

67, 149 
9, 163, 770 

63, 754 
198, 35)1 
322, 818 
217, 990 
47, 975 

708, 515 
I, 712, 310 

39, 276 

17, 026, 175 
9, 964 

56, 517, 328 

7, 283, 496 

1, 866, 218 

11 
4, 060, 122 

4, 357 
52 

731, 545 
6, 492 

271 
5, 696 

1, 245, 331 
5, 187 

19, 296 
12, 199 

95 
238, 787 

3, 293 
1, 022, 743 

1, 240 

7, 356, 717 

' All flgures are subject to revision until published in the Commissioner's annual report. 
' Of the amount produced. 2, 426 pounds were reworked. 
' Of the amount produced, 370 pounds were reworked. 
'793, 963 pounds of this oil used in oleomargarine manufactured for export by, or from, the United States 

snd 1, 196, 411 pounds used in production of the product for domestic consumption. 

796590' — 48 — 14 



Misc. j 202 

1948~12753 
MS. 81& 

Schedrrle of oleomargarine produced and materials essed during the month 0) 
December, 1Ãj7, as compared toit)5 December, 19716. 

December, 
1947. 

December. 
1946. 

Total production of uncolored oleomargarine 

Total withdrawn tax-paid 

Pounds, 
' 72, 357, 995 

69, 317, 866 

Pounds. 
R, n0, us 

55, 810, 422 

Ingredient schedule of uncolored 
Butter f)aver 
Citric acid 
Coconut oil s 
Corn oil 
Cottonseed flakes 
Cottonseed oil 
Cottonseed stearine 
Derivative of glycerine 
Diacetvl 
Lecithm 
Milk. 
Monostearine 
Neutral lard 
Oleo oil 
Oleo stearine 
Oleo stock 
Peanut oil 
Salt 
Soda (benzoate of) 
Sodiuru sulpho acetate 
Says bean oil 
Tagow 
Vitsmin concentrate 

oleomargarine: 
296 

740 
1/8 

40, 185, 133 ' 
27 

117, 811 
284 

96, 645 
12, 290, 886 

76, 369 
401, 437 
340' , mo 
289, 439 
71, 100 

51 
2, 227. 410 

55, 742 
5, 002 

17, 447, 319 

14, 764 

391 
358 

433, ii31 

581 
24, 605, 751 

88, 353 
76 

68, 738 
9, 212, 713 

64, 392 
303, 2)4 
527, 101 
309, 365 

72, 400 

757, 825 

1, (195, 567 

39, 204 

17, 556, 515 

4, 050 

9, 395 

Total. 

Total production of colored oleomargarine 

73, 621, 248 55, 7M, 161 

' 6 652 878 4 935, %7 

Total withdrawn tax-paid 

Ingredient schedule of colored oleomargarine: 
Butter flavor 
Coconut oil s 

Color 
Corn oil 
Cottonseed oil 
Derivative of glyceriue 
Diacetyl 
Lecithin. 
Milk 
Monostearine 
Neutral lard 
Oleo oil 
Oleo stock 
Peanut oil 
San 
Soda (benzoate of) 
Soya bean oil 
Vitamin concentrate 

Total 

3, 596, 230 

251 
1, 538, 544 

4, 559 
147 

2, 182, 694 
9, 458 

60 
6, 914 

1, 134, 414 
3, 387 

22, 942 
15, 346 
2, 400 
1, 100 

215, 250 
3', 322 

1, 591, 384 
823 

6, 731, 995 

1, 872, 172 

25 

2, 199, 372 

2, 618 
274 

672, 019 

4, 711 

45 

3, 759 

805, 551 

2, 019 

21, 71o 

15, 957 

1, 21 
16k 457 

2, 994 

1, 135, 3$ 
515 

5, 035, 071 

' Of the amount produced, 3, 789 pounds were reworked. ' Of the amount produced, 14, 784 pounds were reworked. ' 092, 800 pounds of this oil used in oleomargarine manufactured for export by, or from, the United Htsta 
and 84ru484 pounds used in production of the product for domestic consumption, 



[s, lis0. 

1948-6-12765 
MS. Mo 

Schedule of oleomargarine produced and materials used during the month of 
January, 19', as compared with January, 19777. 

January, 
1948. 

January, 
1947. 

Total production of uncolored oleomargarine 
Porrrrds. 

' 80, 080, 712 
Porrsds. 
r 64, 7ir6, 495 

Total withdrawn tsx-paid 82, 226, 398 63, 755, 619 

ingredient schedule of uncolored oleomargarine: 
Butter flavor 
Citric acid 
Coconut oil ' 
Corn oil 
Cottonseed flakes 
Cottonseed oil 
Derivative of glycerine 
DiacetyL 
Lecithin. 
Milk 
Monostearine 
Neutral lard 
Oleo oil 
Oleo stearine 
Oleo stock 
Peanut oil 
Salt. 
Soda (benzoate of) 
Sodium sulpho acetate 
Boys bean oil 
Soya bean stearine 
Vitamin concentrate 

313 

lp 730 
32, 899 

44, 046, 835 
128, 314 

7, 230 
112, 553 

13, 632, 009 
94, 396 

448, 673 
416, 810 
296, 986 
71, 840 

389, 376 
2, 937. 200 

60, 038 
4, 877 

19, 214, 198 

12, 128 

515 
558 

r 431, 363 
396, 359 

8, 600 
29, 294, 574 

104, 064 
161 

78, 774 
10, 844, 764 

77, 158 
312, 568 
470, 082 
262, 822 
67, 270 

989, 563 
2, 007, 743 

47, 233 

20, 391, 786 
14, 995 
11, 379 

Total 

Total production of colored oleomargarine 

81, 908, 404 65, 812, 331 

7, 853, 272 r 3, 175, 069 

Total withdrawn tax-paid 

Ingredient schedule of colored oleomargarine: 
Butter flavor 
Color 
Corn oil 
Coconut oil r 

Cottonseed flakes 
Cottonseed oil 
Derivative of glycerine 
Diacetyl 
Lecithin 
Milk 
Monostesrine 
Neutral lard 
Oleo oil 
Oleo stock 
Peanut oil 
Salt 
Soda (benzoste of) 
Soya bean oiL 
Vitamin concentrate 

Total 

5, 025. 877 

81 
5, 105 

235 
2, 135, 532 

'2, 671, 170 
7, 988 

131 
10, 329 

1, 343, 432 
4, 170 

33, 353 
28, 775 

5, 400 
15, 949 

252, 287 
3, 947 

1, 418, 434 
986 

7, 937, 304 

2, 524, 405 

44 
2, 052 

15, 597 
r 424, 040 

365 
821, 887 

4, 209 
5 

1, 801 
521, 823 

1, 109 
27, 477 
30, 228 

9, 828 
97, 307 

1, 286 
1, 236, 692 

252 

3, 196, 002 

r Of the amount produced, 7, 317 pounds were reworked. ' Of the amount produced, 2, 539 pounds were reworked. 
s 474, 703 pounds of this oil used in oleomargarine manufactured for export by, or from, the United States, 

snd 1, 662, 559 pounds used in prorluction of the product for domestic consumption, 
r 377, 443 pounds of this oil used in oleomsrgerine manufactured for export by, or from, the United States, 

snd 477, 960 pounds used in the production of the product for domestio consumption, 
' Of the amount produced, 100 pounds were reworked. 



Misc. t 204 

1948 — 8 — 19783 
MS. Mi 

Hchedzcte of oleomargarine produced and, znateriats used, during the 
february, 19/8, as compared zfrtth Eebruary, 19/7. 

month, , pf 

February, 1948. February, lga 

Total witMrawn tax-paid 

Ingredient schedule of uncolor 
Butter culture 
Butter flavor 
Citric acid 
Coconut oil k 

Corn oil 
Cottonseed flakes 
Cottonseed oil 
Cottonseed stearine 
Derivative of glycerine 
Diacctyl 
Lecithin 
Milk 
Monostesrine 
Neui. ral lard 
Oleo oil 
Oleo stearine 
Oleo stock 
Peanut oil 
Salt 
Soda (benzoate of) 
Soya bean oil 
Sodium sulpho acetate 
Soya bean stearine 
Vitamin concentrate 

ed oleomargarine: 

Total 

Total production of colored oleomargarine 

Total withdrawn tax-paid 

Total production of uncolored oleomargarine 
Pounsh. 

z 73, 765, 284 

68, 298, 862 

305 

224, 115 
3, 306 

39, 980, 077 
36 

126 569 
362 

109, 729 
12, 280, 277 

71, 286 
413( 342 
311, 217 
221, 794 

27, 565 
425, 899 

2, 241, 710 
56, 020 

18, 404, 442 
4, 679 

12, 877 

74, 915, 607 

6, 652, 892 

4, 687, 268 

Poansk. 
4 64, 645, 0)/ 

64, 154, 57g 

3 
491 
391 

'1, 223, 575 
485, 531 

8, 730 
27, 121, 341 

103 
106, 933 

m 
76, gii2 

10, 876, 734 
72, Fig 

243, 5M 
305, 433 

341, ggg 

37, 915 
I, 327, 397 
2, 030, 295 

46, 359 
21, 50S, 703 

23, 305 
10, 061 

65, 854, gtg 

k3, 105, 001 

2, 315, 311 

Ingredient schedule of colorerl oleom 
Butter flavor 
Coconut oil k 

Color 
Corn oil 
Cottonseed oil 
Derivative of glycerine 
Diacetyl 
Lecithin 
Milk 
Monostearine 
Neutral lard 
Oleo oil 
Oleo stock. 
Peanut oil 
Salt 
Soda (benzoate of) 
Soya bean oil 
Vitamin concentrate 

Total 

argarme: 
95 

I, 054, 265 
6, 174 

284 
2, 799, 049 

8, 296 
20 

8, 627 
I, 109, 818 

2, 147 
19, 101 
13, 949 
2, 000 

16, 203 
210, 744 

8, 995 
I, 457, 754 

827 

6, 713, 348 

4I 
'339, 647 

I, 918 

14, 923 

S36, 276 

4, 010 
I 

I, 385 

516, 513 

I, 361 

18, 081 

17, 7tg 

Ig 

24, 233 

97, Itg 

I, ggg 

I, 150, 361 
133 

3, 126, Q9 

z Of the amount produced, 4, 495 pounds were reworked. 
k Of the amount produced, 1, 965 pounds were reworked. 
k 137, 299 pounds of this oil used in oleomargarine manufactured for export by, or from, the United Ststks, 

and 1, 141, 081 pounds used in production of the product for domestic consumption. 
r 380, 647 pounds of this oil used in oleomargarine manufactured for export by, or from, the United Stat% 

and 1, 223, 575 pounds used in production of the product for domest. ic consumption. 
k Of the amount produced 33 pounds were retvorked. 



205 [Misc. 

1N8-10 — 12807 
MS. 822 

schedule of oleomargarine produced and materials used during the 
jdarch, 79)8, ae compared uith March, 79747. 

month of 

March, 1948. March, 1947. 

Total withdrawn tax-paid 

Ingredient schedule of uncolored ol 
Butter culture 
Butter liavor 
Citric acid 
Coconut oil 
Corn oil 
Cottonseed flakes 
Cottonseed oil 
Cottonseed stearine 
Derivative of glycerine. 
Diacetyl 
Lecithin 
Milk 
Monostearine 
Neutral lard 
Oleo oil 
Oleo stearine 
Oleo stock 
Peanut oil 
Salt 
Soda (benzoate of) 
Soya bean oil 
Sodium sulpho acetate 
Soya bean stearine 
Vitamin concentrate 

eomargarine: 

Total 

Total production of colored oleomargarine 

Total withdrawn tax-paid 

Ingredient schedule of colored oleomargarine: 
Butter flavor 
Coconut oil 
Color 
Corn oil 
Cottonseed flakes 
Cottonseed oil 
Deri~ati~e of glycerine 
Diacetyl 
Lecithin 
Milk 
Monostearine 
Neutral lard 
Oleo oil 
Oleo stock 
Peanut oil 
Salt 
Soda (benzoate of) 
Soya bean oil 
Vitamin concentrate 

Total 

Total production of uncolored oleo roarge rine 
Pounds. 
65, 797, 195 

68, 674, 218 

82, 985 
79, 482 

35, 475, 931 

109, 235 
313 

94, 855 
11, 064, 605 

64, 7SQ 
201, 318 
141, 636 
252, AS 

16, 152 
873, 159 

2, 000, 696 
48, 314 

16, 164, 918 
4, 056 

10, 208 

66, 685, 063 

6, 020, 032 

5, 640, 245 

37 
234, 220 

4, 149 
4, 539 

3, 251, 946 
10, 498 

11 
7, 046 

1, 016, 059 
2, 592 

18, 280 
10, 794 

300 
43, 304 

182, 509 
3, 612 

1, 289, 677 
569 

6, 080, 142 

Pou'nds. 
65, 115, 590 

64, 031, 055 

6&89 

217 
1, 593, 365 

605, 379 
2, 120 

23, 582, 782 
111 

109, 421 
237 

7Q, 037 
11, 124, 36&5 

69, 474 
239, 686 
306, 960 
352, 549 
56, 265 

2, 692, 834 
2, 032, 170 

45, 403 
24, 020, 869 

17, 460 
10, 471 

66, 942, 764 

4, 896, 558 

2, 635&?84 

106 
1, 493, 267 

3, 761 
11, 655 

735 
891, 478 

9, 413 
8 

4, 506 
792, 871 

1, 316 
14, 246 
11, 798 

850 
95, 580 

157, 176 
2, 325 

I& 446, 221 
591 

4, 937, 903 



Misc. ] 206 

1048 — 12 — 12823 
MS. 323 

Rchcdute of oLeomargarine produced and materials used during the month of 
zipril, 19/8, as compared zoith Sprit, 19/7. 

A. pril, 1948. April, 1947. 

Total production of uncolored oleomargarine 

Total withdrawn taz-paid 

Poaoda 
61, 139, 509 

62, 711, 670 

Poaorfr. 
41, 039, 630 

37, 547, 575 

Ingredient schedule of uncolored ol 
Butter culture 
Butter flavor 
Citric acid 
Coconut oiL 
Corn oil 
Cottonseed flakes 
Cottonseed oil 
Cottonseed stearine 
Derivative of glycerine 
Diacetyl 
Lecithin 
Milk 
Monostearine 
Neutral lard 
Oleo oil 
Oleo steariue 
Alee stock 
Peanut oil 
Salt 
Soda (benzoate of) 
Soya bean oil 
Sodium sulpho acetate 
Soya bean stearine 
Vitamin concentrate 

eomargarine: 

13, 879 
74, 082 

30, 027, 151 

104, 932 
326 

96, 988 
10, 176, 670 

46, 537 
11, 177 
19, 256 

175, 159 
600 

1, 138, 377 
1, 702, 029 

43, 860 
18, 108, 323 

1, 287 

262 
73 

1, 007, 730 
287, 361 

5, 5M 
13, 898, 972 

45 
67, 638 

142 
63, 276 

7, 009, 095 
45, 636 

103, 973 
97, 813 

241, 404 

7, 830 
2p 162, 360 
1, 265, 553 

32 760 
15, 546, 218 

6, 286 

6, 474 

Total. 

Total production of colored oleomargarine 

Total withdrawn tax-pai d 

Ingredient schedule of colored oleomargarine: 
'Butter flayor 
Coconut oil 
Color 
Corn oil 
Cottonseed flakes 
Cottonseed oil 
Derivative of glycerine 
D iacetyL 
Lecithin 
Milk 
Monostearine 
Neutral lard 
Oleo oiL 
Oleo stock 
Peanut oil. 
Salt 
Soda (benzoate of) 
Soya bean oil 
Vitamin concentrate 

Total 

61, 750, 295 

12, 939, 625 

12, 351, 363 

35 
193, 990 

4, 444 
4, 410 

6, 152, 566 
10, 784 ' 

20 
15, 002 

2, 193, 706 
19, 206 

260, 329 
391, 682 
10, 310 

3, 904, 718 
1, 837 

13, 163, 039 

41, 845, 323 

5, 717, 635 

L 799, 863 

63 
2, 828, 253 

5, 698 

2, 525 

586, 325 

11, 675 
11 

6, 529 

950, 935 

1, 656 

12, 519 

10, 904 

54, 064 

178, 017 

4, 143 

1, 115, 954 
859 

5, 768, 113 



dU'f [Misc. 

TOBACCO. o 

1948 — 1 — 19727 
T. 201 

Statement of manufactured tobacco produced, by classes, during tlie month, of 
October, 19717, as compared uith, October, 1Ni6. 

October, 
1947. 

October, 
1946. 

Pfng. 
Twist 
Fine-cut chewing 
Scrap chewing 
Smoking 
Snuff 

Total 

Pounds. 
5, 142, 711 

532, 616 
365, 824 

4, 426, 148 
11, 682, 931 

4, 100, 581 

26, 250, 811 

Pounds. 
4, 821, 026 

561, 304 
348, 311 

4, 626, 963 
11, 676, 290 

3& 639, 658 

25, 673, 552 

1948 — 3 — 12744 
T. 203 

Statement of manufactured tobacco produced, by classes, during the 
Eovember, 19777, as compared urith November, 19q76. 

montli of 

November, 
1947. 

November, 
1946. 

Plug . 
Twist 
Fine-out chewing 
Scrap chewing 
Smoking 
Snuff 

TotsL 

Pounds. 
3, 868, 411 

413, 689 
297, 557 

3, 465, 318 
7, 887, 765 
2, 883, 105 

18, 815, 845 

Pounds. 
4, 096, 451 

462, m. 5 
314, 978 

3, 794, 033 
11, 266, 186 
3, 302, 793 

23, 236, 456 

1948 — 5 — 19759 
T. 200 

Statement of manufactured tobacco produced, by classes, during the 
Deceniber, 1947, as compared toith December, 19/6. 

month, of 

December, 
1947. 

December, 
1946. 

Plug 
Twist 
Fine-cut chewing 
Scrap chewing 
Smoking. . 
Snuff 

Total 

Pounds. 
3, 220, 933 

403, 733 
329, 669 

3, 200, 221 
6, 998, 433 
3, 130, 241 

17, 283, 230 

Pounds. 
3, 499, 698 

397, 999 
295, 851 

3, 424, 987 
7, 409, 977 
3, 332, 136 

18, 360, 648 

AU ffgures are subJect to revision until published in the Commissioner's annual report 



Misc. ] 

1948 — 7 — 12781 
T. 207 

Statement of nzanufactured tobacco produced, by classes, during the montlz of 
danuary, 19/8, as compared zoith January, 19fd7. 

January, 
1948. 

January, 
1947 

Pbrg 
Twist 
Fine-cut chewing 
Scrap chewing 
Smoking 
Snuff 

Pounds. 
3, 516, 378 

464, 117 
363, 354 

3, 383, 002 
8, 016, 503 
3, 488, 974 

Po'0'add. 
4, 380, 355 

498, 779 
311, 3li2 

3, 679, 902 
7, 788, 842 
3, 447, 428 

Total 19, 232, 328 20, 11N, 669 

1948 — 9 — 12800 
T. 209 

Statenzent of manufactured tobacco produced, by classes, during the month, of 
February, 19/8, as compared u ith 1&'ebruary, 19/7. 

February, 
1948. 

February, 
1947. 

Plug 
Twist 
Fine-cut chewmg 
Scrap chewing 
Smoking 
Suntan. 

Total 

Pounds. 
3, 521, 797 

453, 913 
334, 305 

3, 183, 326 
7, 791, 083 
3, 264, 989 

18, 549, 413 

Pounds. 
3, 762, 103 

442, 037 
272, 452 

3, 326, 845 

6, 960, 722 

2, 947, 752 

17, 711, 911 

1948 — 12 — 12821 
T. 211 

Statement of manufactured tobaccco produced, by classes, during the month of 
March, 19fd8, as compared zcith 3Iarch, 19/7. 

March, 1948. March, 1947. 

Plug 
Twist 
Fine-cut chewing 
Scrap chewing 
Smokiug 
Snuff 

Total 

Pounds. 
3, 910, 307 

473, 297 
322, 188 

3, 560, 150 
8, 910, 408 
3, 878, 937 

21, 055, 287 

Pounds. 
3, 592, 4N 

433, 861 

248, 084 

3, 428, 9IN 

8, 309, 512 

3, 199, 555 

19, 212, 395 



2OO [Misc. 

CIGARETTES. &e 

1948-1-12728 
T. 202 

preliminary statement of small cigarettes removed for consumption dur'ng 
n&onth of November, 191&7, as correpared with removals for the same month of 
191&6. 

Tax-paid 
Tax-free. 

Total 

Removals. November, 1947. 

JVumber. 
27, 044, 062, 530 
2, 536, 055, 510 

29, 580, 118, 040 

November, 1946. 

Number. 
27, 360, 115, 030 
3, 165, 329, 951 

30, 525, 444, 981 

1948 — 8 — 12745 
T. 204 

preltrniniary statement of sm&rll cigarettes removed for consumption during tile 
month of 1)ecernber, 19/7, us con&pared tbnth remorals for the same month, of 
19g&6. 

Removals. December, 1947. December, 1946. 

Tsx-paid 
Tsx-free 

Number. 
24, 945, 712, 201 

2, 997, 209, 786 

Nu mber. 
22, 688, 232, 670 

2, 958, 769, 035 

Total 27, 942, 921, 987 25, 647, 001, 705 

1948 — 5 — 12757 
T. 205 

Preliminary statement of small cigr&rettes removed for consumption during the 
month of January, 1938, as compared, r, "tt, , removals for tile same month of 
19 1&7. 

Remove!s. January, 1948. January, 1947, 

Tsx-pard 
Tax-free 

Number. 
27, 273, 180, 851 

3, 212. 577, 867 

Number 
28, 470, 994, 735 
3. 518, 703, 725 

TotaL 30, 485, 758, 718 31, 989, 698, 460 

1948 — 7-12782 
T. 208 

Preliminary statement of small cigarettes removed for consumption dfering tile 
month, of k'ebruary, 19~&8, as compared u'ith removals for the same month 
of 19/7. 

Removals. Febnnu y, 1948. February, 1947. 

Tsx-paid 
Tax-free 

Total 

Number. 
23, 472, 484, 851 
3, 577, 822, 404 

27, 050, 307, 255 

Number. 
25, 594, 115, 730 

2, 722, 912, 109 

28, 317, 027, 839 

~ Alf figures are subject to revision until published in the Commissioner's annual report. 



Misc. ] 210 

1948-9-12801 
T. 210 

Preliminary statement of small cigarettes removed for consumption during the 
month of March, 19/8, as compared fcith removals for the same month of 19747 

Tsx-paid 
Tax-free 

Total 

Removals March, 1948. 

Number. 
29, 252, 186, 770 
3, 196, 672, 680 

32 448 859 450 

March, 1947. 

Na m6cr. 
26, 945, 827, 165 
3, 242, 873, 899 

30, 188, 701, 054 

1948 — 12 — 12822 
T. 212 

Preliminary statement of small cigarettes removed for consumption during ihe 
month oj' Spril, 19/8, as compared tcith removals for the same month of 19/7. 

Removsle. April, 1948. A pril, 1947. 

Tsx-paid 
Tax-free 

Total 

Nrcmbcr. 
31, 617, 679, 245 
2, 422, 121, 631 

34' 039, 800, 876 

¹mbcr. 
27, 244, 132, 40!i 
2, 804, 976, 675 

30, 049, 109, 034 



REPENT E ACT OF 1948. 
1948-9-19798 

H. R. 4700. PUBLIC LAIV 471, EIGHTIE1'H CONGRESS 
[CHAPTER 168, SECOND SESSION]. 

An Act To reduce individual income tax payments, and for other 
purposes. 

Ite it enacted by the Senate and House of Representatives of the United States 
of &ImeIica in Conyress assembled, That this Act, divided into titles and sections 
according to the followin Table of Contents, may be cited as the "Revenue 
Act of 1048 ": 

TA. BLE OF CONTENTS. 

TITLE I — IiwcoME TAx REDUcTION. 

Sec 101. Reduction of normal tax and surtax. 
Sec. 102. Reduction in Supplement T tax. 
Sec. 108. Incorue of husbantl and Ivife. 
Sec. 104. Technical ameudrnents. 
Sec. 105. Taxable years to which amendruents applicable. 

TITLE II — CREDITs AGAINsT NET IxcoME FoR NGRMAL TAx AND SURTAx. 

Sec. . 201. additional credits against net income for normal tax and surtax. 
Sec. 202. Technical amendments. 
Sec. 208. Taxable years to which amendments applicable. 

TITLE III — HUSBAiND AND I&gIFE. 

PART I — INCOME TAX. 

Sec. 801. Splitting of income. 
Sec. 802. Standard deduction. 
Sec. 808. Joint returns of husband and wife 
Sec. 804. Deduction for medical expenses. 
Sec. 805. Taxable years to which amendments applicable. 

PART II — FSTATE TAX. 

SUBPART 1 — REPEAL OF 1942 COMMUNITY PROPERTY AMENDMENTS. 

Sec. 851. Repeal of community property estate tax amendments. 

SUBPART 2 — MARITAL DEDUCTION FOR BEQUESTS, Erc. 
& 
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Sec. 861. Marital deduction. 
Sec. 862. Property previously taxed. 
Sec. 868. Credit for gift tax. 
Sec. 864. Optional valuation. 
Sec. 865. Liability of life insurance beneficiaries, etc. 
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Sec. 

TITLE IV ADJUBTED Gsoss INcoME GF LEs TIIAN $5, 000. 

401. Individuals with adjusted gross incomes of less than $5, 000. 
(211) 
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TITLE V — REDUcTICN IN W1THHCLDING oF TAx AT SGUROE oN WAGES, 

Sec. 501. Percentage method. 
Sec. 502. Wage bracket withholding. 
Sec. 503. Effective date. 

TITLE VI — FISCAL YEAR TAXPAYERS. 

Sec. 601. Fiscal year taxpayers. 

TITLE I — INCOME TAX REDUCTION. 

SEC. 101. REDUCTION OF NORMAL TAX AND SURTAX. 
Section 12(c) of the Internal Revenue Code is hereby amended to read as 

follows: 
"(c) REDUOTIolv OF TENTATIvE NCRMAL TAx AND TENTATlvE SURTAX. — 

"(1) The combined normal tax and surtax. under section 11 and sub- 
section (b) of this section shall be the aggregate of the tentative normal 
tax and tentative surta~, reduced as follows: 

If the aggregate is: The reduction shall be: 
Not over $400 17% of the aggregate. 
Over $400 but uot over $100, 000 $08 plus 12% of excess over $400. 
Over $100, 000 . $12, 020 plus 0. 75% of excess over $100, 000, 

"(2) In no event shall the combined normal tax and surtax exceed 77 
per centum of the net income. " 

SEC. 102. REDUCTION IN SUPPLEMENT T TAX. 
For reduction in the tax under Supplement T of Chapter 1 of the Internal 

Revenue Code (tax table which may be used by taxpayer at his election, if 
his adjusted gross income is less than $5, 000), see section 401. 

SEC 103 INCOME OF HUSBAND AND WIFE 
For tax in ease of. joint return of husband and wife (the so-called "splitting 

of income "), see section 301. 
SEC. 104. TECHNICAL AMENDMENTS. 

(a) Section 11 of the Internal Revenue Code (relating to the normal tax 
on individuals) is hereby amended by striking out "by 5 per centum thereof" 
and inserting in lieu thereof "as provided in section 12 (c) ". 

(b) Section 12(b) of the Internal Revenue Code (relating to the rate of 
surtax on individuals) is hereby amended by striking out "by 5 per centum 
thereof" and inserting in lieu thereof "as provided in subsection (c) of this 
section ". 

(c) Subsections (d), (e), (f), (g), and (h) of section 12 of the Internal 
Revenue Code are amended to read as follows: 

"(e) COHPUTATIGN oF TAx WTIHOUT REGARD To CREDITs AQAINsT TAx. — Ia 
ihe application of this section, the combined normal tax and surtax shall be 
computed without regard to the credits provided in sections 31, 32, and 35. "(f) AscERTAINMENT oF NGRMAL TAx AND SURTAX SEPARATE~LY. — Whenever 
it is uecessary to ascertain the normal tax and the surtax separately, the surtax 
shall be an anlount which is the same proportion of the combined normal tax 
and surtax as the tentative surtax is of the aggregate of the tentative normal 
tax and tentative surtax; and the normal tax shall be the remainder of such 
combined normal tax and surtax. 

(g) CRoss RE1ERENcES. — 
"(1) A. LTERNATIVE TAx. — FOI' alternative tax which may be elected if «- 

justcd gross income is less than $5, 000, see Supplement T. 
"(2) TAx IN CAsr. oF cAFITAL GAINs. — For rate and computation of alterna- 

tive tax in lieu of normal tax and surtax in the case of capital gain from 
the sale or exchange of capital assets held for Iuore than 0 months, see 
section 117(c). 

"(3) TAx GN PERsoNAL HoLDING coIIPANIEs. — For surtax on personal belli 
ing companies, see section 500. 

(4) AVCIDA~NOE oF sURTAxEs BY INcoRPGRATICN. — FGI' surtax on corpora 
tions which accumulate surplus to avoid surtax on shareholders, see sectio11 
102. 
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"(5) Sxzs oz on. oR cxs rsorERrrEs. — rior limitation of surtax attributable 
to the sale of oil or gas properties, see section 105. " 

SEC 105. TAXABLE ~EARS TO WHICH AMENDMENTS APPLICABLK. 
The amendments made by this title shall be app]icable with resPect to taxable 

years beginning after December 81, 1947. For treatment of taxable years begin 
ning in 1947 and ending in 1948, see section 601. 

TITLE II — CREDITS AGAINST NET INCOME FOR NORMAL TAX AND 
SURTAX. 

SEC. 201. ADDITIONAL CREDITS AGAINST NET INCOME FOR NORMAL 
TAX AND SURTAX. 

Paragraphs (1) and (2) of section 25(b) of the Internal Revenue Code are 
hereby amended to read as follows: 

"(1) CREDI rs. — There shall be allowed for the purposes of both the normal 
tax and the surtax, the following credits against net income: 

"(A) An exemption of $600 for the taxpayer; and an additional exemp- 
tion of $600 for the spouse of the taxpayer if a separate return is made 
by the taxpayer, and if the spouse, for the calendar year in which the 
taxable year of the taxpayer begins, has no gross income and is not i, he 
dependent of another ta. xpayer; 

"(B) (i) An additional exemption of $600 for the taxpayer if he has 
attained the age of 65 before the close of his taxable year; and 

"(ii) An additional exemption of $600 for the spouse of the taxpayer 
if a separate return is made by the taxpayer, and if the spouse has 
attained the age of 65 before the close of such taxable year, and, for 
the calendar year in which the taxable year of the taxpayer begins, has 
no gross income and is not the dependent of another taxpayer; 

"(C) (i) An additional exemption of $600 for the taxpayer if he is 
blind at the close of his taxable year; and 

"(ii) An additional exemption of $600 for the spouse of the taxpayer 
if a separate return is made by the taxpayer, and if the spouse is blind 
and, for the calendar year in which the ta~able year of the taxpayer 
begins, has no gross income and is not the dependent of another taxpayer. 
For the purposes of this clause the determination of whether the spouse 
is blind shall be made as of the close of the taxable year of the taxpayer, 
unless the spouse dies during such taxable year, in which case such 
determination shall be made as of the time of such death; 

"(iii) For the purposes of this subparagraph an individual is blind 
only if either: his central visual acuity does not exceed 20/200 in the 
better eye with correcting lenses, or his visual acuity is greater than 
20/200 but is accompanied by a limitation in the fields of vision such 
that the widest diameter of the visual field subtends an angle no greater 
than 20 degrees; 

"(D) An exemption of $600 for each dependent whose gross income 
for the calendar year in which the taxable year of the taxpayer begins 
is less than $500, except that the exemption shall not be allo~ed in respect 
of a dependent who has made a joint return with his spouse under sec- 
tion 51 for the taxable year beginning in such calendar year, 

"(2) DErERMzNxrrN ov sr&Ycs. — For the purposes of this subsection— 
"(A) the determination of whether an individual is married shall be 

made as of the close of his taxable year, unless his spouse dies during 
his taxable year, in which case such determination shall be made as of 
the time of such death; and 

"(B) an individual legally separated from his spouse under a decree 
of divorce or of separate maintenance shall not be considered as married. " 

SEC. 202. TECHNICAL AMENDMKNTS. 

(a) DEczxmrxoN oz EsTrM&rxo Txx. — Section 58(a) of the Internal Revenue 
Code (relating to requirement of declaration of estimated tax) is hereby amended 
to read as follows: 

"(a) REqmREMEwT oE DEcc~rroN. — Every individual (other than an estate 
or trust and other than a nonresident alien with respect to whose wages, as 
dkfined in section 1621(a), withholding under Subchapter D of Chapter 9 is not 
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made applicable) shall, at the time prescribed in subsection (d), make a declara 
tion of his estimated tax for the taxable year if— 

"(1) his gross income from wages (as defined in section 1621) can reason- 
ably be expected to exceed the sum of $4, 500 plus $600 with respect to each 
exemption provided in section 25(b); or 

"(2) his gross income from sources other than wages (as defined in section 
1621) can reasonably be expected to exceed $100 for the taxable year and his 
gross income to be $600 or more. " 

(b) WITHHGLDING EEEMPTIGNS. — 
(1) IN GENERAI — Section 1622(h) (1) of the Internal Revenue Code is 

hereby amended to read as folloIvs: 

"(1) IN GENERAI, . — An employee receiving wages shall on any day be 
entitled to the following withholding exemptions: 

"(A) An exemption for himself. 
"(B) One additional exemption for himself if, on the basis of facts 

existing at the beginning of such day, there may reasonably be expected 
to be allowable an exemption under section 2O(b) (1) (B) (i) (relating 
to old age) for the taxable year under Chapter 1 in respect of which 
amounts deducted and withheld under this subchapter in the calendar 
year in which such day falls are allowed as a credit. 

"(C) One additional exemption for himself if, on the basis of facts 
existing at the beginning of such day, there may reasonably be expected 
to be allowable an exemption under section o&(b) (1) (C) (i) (relating 
to the blind) for the taxable year under Chapter 1 in respect of which 
amounts deducted and Ivithheld under this subchapter in the calendar 
year in which such day falls are allowed as a credit. 

"(D) If the employee is married, any exemption to which his spouse 
is entitled, or would be entitled if such spouse were an employee 
receiving wages, under subparagraph (A), (B), or (C), but only if 
such spouse does not have in effect a Ivithholding exemption certificat 
claiming such exemption. 

"(E) An exemption for each individual with respect to whom, oa 
the basis of facts existing at the beginning of such day, there may 
reasonably be expected to be allowable an exemption under sectioa 
25(b) (1) (D) for the taxable year under Chapter 1 in respect of which 
amounts deducted and withheld under this subchapter in the calendar 
year in which such day falls are allowed as a credit. " 

(2) STATI:s DETERMINATIGN DATE. — In the case of an individual entitled to an 
additional withholding exemption under section 1622(h) (1) of the Internal 
Revenue Code by reason of the arnendme»t Inade thereto by paragraph (1) 
of this subsection, the term "status determination date" as used in section 
1622(h) (8) (B) of such Code includes also the ninetieth day after the date 
of the enactment of this Act. 

(c) REqUIREMENT oF RETURNS. — 
(1) INmvmUAI, REIU&&Ns. — Section 51(a) of the Internal Revenue Code 

(relating to the requirement of individual returns) is hereby amended by 
striking out "$500" a»d inserti»g in lieu thereof "$600". 

(2) FmUCIART RETUPNs. — Section 142(a) of such Code (relating to the 
requirement of fiduciary returns) is hereby aI»ended by striking out "$500" 
Ivherever appearing thereb& and inse&ti»o in lieu thereof "$600". 

(8 ) INFGRMATIQN RETURNs. — Section 147 ( a ) of such Code ( relating to 
. returns of information) is hereby amended by strikin ~ out "$500" where- 
ever appearing therein and inserting in lieu thereof "$800 ". 

(d) ( REDIT oF EsTATE AGAINsT NET INcoxIE. — Section 168(a) (1) of such 
Code (relating to credits against net income of an estate) is hereby amended 
by striking out "$500" and inserting in lieu thereof "$600 ". 

(e) REP~EAL oF DEDUcTIoN TOR BLIND INmvIDUALs. — Effective with resPect to 
taxable years beginning after December 81, 1047, section 28(y) of such Cods 
(relating to special deduction for blind individuals) is repealed. 

SEC. 208. TAXABLE YEARS TO WHICH AMEND5IENTS APPLICABLE. 
The amendments I»ade by this title shall be applicable with respect to taxable 

years be innin after Dc&. ember 81, 1047. For treatment of taxable years 
beginning in 1047 and ending in 1048, see section 601. 



2)5 

TITLE IH — HUSBAND AND WIVE. 

Part I — Income Tax. 

SEC. 801. SPLITTING OF INCOME. 
Section 12 of the Internal Revenue Code (relating to surtax of individuals) is 

hereby amended by adding after subsection (c) of such section the following 
new subsection: 

"(d) T x IN CAsE oF JCINT RETURN, — In the case of a joint return of husband 
and lvife under section 51(b), the combined normal tax and surtax under section 
11 and subsection (b) of this section shall be twice the combined normal tax 
and surtax that would be determined if the net income and the applicable credits 
against net ineolue provided by section 25 were reduced by one-half. " 

SEC. 802. STANDARD DEDUCTION. 
(a) INcREAsE oF STANDARD DEDUcIION IN CAsz oF JCINT RETURN CR RETURN BY 

UNMARRIED Pzrsox. — Section 28 (aa) (1) (A) of the Internal Revenue Code 
(relating to the standard deduction) is hereby amended to read as follows: 

"(A) Adjusted Gross Income $5, 000 or More. — If his adjusted gross 
income is $5, 000 or more, the standard deduction shall be $1, 000 or 
an amount equal to 10 per centum of the adjusted gross income, 
whichever is the lesser, except that in the case of a separate return by a 
married individual, the standard deduction shall be $500. " 

(b) ELEcTIoN BY HUsRAND AND Ii ll:E. — Section 28(aa) (4) of such Code is 
hereby amended to read as follows: 

"(4) HLsBAND AND wIFE. — In the case of husband and wife, the standard 
deduction shall not be allowed to either if the net income of one of the 
spouses is determined Ivithout regard to the standard deduction. " 

(e) DETERMINATION or STATUs. — Section 28 (aa) of such Code is hereby 
amended by adding at the end thereof the following new paragraph: 

"(6) DETERAIINATION oF sTATUs. — For the purposes of this subsection— 
"(A) the determination of whether an individual is married shall 

be made as of the close of his taxable year, unless his spouse dies during 
his taxa. ble year, in which case such determination shall be Inade as of 
the tilue of such death; and 

'(B) an individual legally separated from his spouse under a decree 
of divorce or of separate maintenance shall not be considered as married. " 

SEC. 808. JOINT RETUR iS OF HUSBAiii13 AND WIX'E, 
Section 51(b) of the Internal Revenue Code (relating to joint returns) is hereby 

amended to read as follows: 
(b) HUSBAND AND WIFE. — 

"(1) Ix SENERAL. — A. husband and wife may make a single return jointly. 
Such a return may be made even though one of the spouses has neither gross 
income nor deductions. If a joint return is made the tax shall be computed 
on the aggregate income and the liability with respect to the tax shall be joint 
and several. 

"(2) NoxzzsmzxT ALIEN. — No joint return may be made if either the 
husband or wife at any time during the taxable year is a nonresident alien. 

"(8) DIFFERENT TAYABLE YEARS. — No joint return shall be made if the 
husband and wife have different taxable years; except that if such taxable 
years begin on the same day and end on different days because of the death of 
either or of both, then the joint return may be made with resllect to the tax- 
able year of each, The above exception shall not apply if the surviving spouse 
remarries before the close of his taxable year, nor if the taxable year of 
either spouse is a fractional part of a year under section 4'l(a). 

"(4) JoINT RETURN AFTzz DEATII. — In the ease of the death of one spouse or 
both spouses the joint return with respect to the decedent may be made only 
by his executor or administrator; except that in the case of the death of one 
spouse the joint return may be made by the surviving spouse with respect to 
both himself and the decedent if (A) no return for the taxable year has been 
made by the decedent, (B) no executor or administrator has been appointed, 
and (C) no executor or administrator is appointed before the last day pre- 
scribed by law for filing the return of the surviving spouse. If an executor 
or administrator of the decedent is appointed after the maki;lg of the Joint 



return by the surviving spouse, the executor or administrator may disai5r~ 
such joint return by making, within one year after the last day prescribed 
by law for filing the return of the surviving spouse, a separate return for 
the taxable year of the decedent with respect to which the joint return was 
made, in which case the return made by the survivor shall constitute his 
separate return. 

"(5) DETERMINATICN oF sTATUs. — For the purposes of this section— 
"(A) i. he si. atus as husband and wife of two individuals having taxable 

years beginning on the same day shall be determined- 
"(i) if both have the same taxable year — as of the close of 

such year; and 
"(ii) if one dies before the close of the taxable vear of the other 

as of the time of such death; and 
"(B) an individual who is legally separated from his spouse under a 

decree of divorce or of separate maintenance shall not be considered as 
married. 

"(6) TAx IN cAEE CF JCINT RETURN. — For determination of combined norDIR], 

tax and surtax under section 11 and section 12(b) in case of joint return 
under this subsection, see section 12(d). For tax in case of joint return of 
husband and wife electing to pay the tax under Supplement T, see section 400. " 

SEC. 804. DEDUCTION FOR MEDICAL EXPENSES. 
Section 28(x) of the Internal Revenue Code (relating to deduction of medical, 

etc. , expenses) is hereby amended by striking out the second and third sentences 
thereof and inserting in lieu thereof the following: "The deduction shall not be 
in excess of $1, 250 multiplied by the number of exemptions alloIved under sec- 
tion 25(b) for the taxable year (exclusive of exemptions allowed under section 
25(b) (1) (B) or (C) ), with a maximum deduction of $2, 500, except that the 
maximum deduction shall be $5, 000 in the case of a joint return of husband and 
wife under section 51(b). " 

SEC. 805. TAXABLE YEARS TO WHICH AMENDMENTS APPLICABLE. 
The amendments made by sections 801, 802, 808, and 804 shall be applicable with 

respect to taxable years beginning after December 81, 1947. The amendment, 
made by section 808 shall also be applicable to ta. xable years of both husband and 
wife beginning on the same day in 1947 if at least one of such taxable years ends 
in 1948. For treatment of ta~able years beginning in 1947 and ending in 1948, 
see section 601. 

Part II — Estate Tax. 

SUBPART 1 — REPEAI oF 1942 CCMMUNITY PRCPERTY AMENDMENTs. 

SEC. 851. REPEAL OF COMMUNITY PROPERTY ESTATE TAX AMEND- 
MENTS. 

(a) Effective with respect to estates of decedents dying after December 81, 
1947, sections 811(d) (5), 811(e) (2) and 811(g) (4) of the Internal Revenue Code 
(relating to community property) are hereby repealed. 

(b) Such section 811(e) is further amended— 
(1) by striking out of the heading of such subsection the words "AND 

CoMMUNPTY "; and 
(2) by striking out of ParagraPh (1) the following: "JOINT INTEREsrs. —" 

(c) Notwithstanding the repeal of sections 811(d) (5), 811(e) (2), and 

811(g) (4) provided in subsection (a), the taxes imposed under chapter 8 of the 
Internal Revenue Code upon the transfer of the net estate of any decedent dying 
after December 81, 1947, and on or before the date of the enactment of this A« 
shall not exceed the taxes which would have been imposed under such chapter S 

upon such transfer if this section had not been enacted. 

SUBPART 2 — MARITAL DEDUcTICN F08 BEQUESTs, ETO. , To SPCUSE. 

SEC. 861. MARITAL DEDUCTION. 
(a) Section 812 of the Internal Revenue Code (relating to deductions in com 

puting net estate in the case of a citisen or resident of the United States) i8 

hereby amended by adding at the end thereof a new subsection to read as follows: 



"(e) BEQUEsTs, ETc. , To SURVIVING SPOUSE. — 
( I ) ALLCWANcE CP MARITAL DEDUcTIoN. — 

"(A) In General. . — An amount equal to the value of »y interest 
in property which passes or has passed from the decedent to his sur- 
viving spouse, but only to the extent that such interest is included In 
determining the value of the gross estate. "(&) «fe Estate or Other Terminal Interest. — Where, upon the 
lapse of time, upon the occurrence of an event or contingency, or upon 
the failure of- an event or contingency to occur, such interest passing 
to the surviving spouse will terminate or fail, no deduction shall be 
allowed with respect to such interest- "(i) if an interest in such property passes or has passed (for 

less than an adequate and full consideration in money or money' s 
worth) from the decedent to any person other than such surviving 
spouse (or the estate of such spouse); and 

"(ii) if by reason of such passing such person (or his heirs or 
assigns) mav possess or enjoy any part of such property after such 
terrninatiou or failure of the interest so passing to the surviving 
spouse: 

and no deduction shall be allowed with respect to such interest (even 
if such deduction is not disallowed under clauses (i) and (ii) )— 

"(iii) if such interest is to be acquired for the surviving spouse, 
pursuant to directions of the decedent, by his executor or by the 
trustee of a trust. 

For the purposes of this subparagraph, an interest shall not be con- 
sidered as an interest which will terminate or fail merely because it 
is the ownership of a bond, note, or similar contractual obligation, the 
discharge of which would not have the effect of an annuity for life or 
for a term. 

"(C) Interest In Onidentified Assets. — Where the assets (included 
in the decedent's gross estate) out of which, or the proceeds of which, 
an interest passing to the surviving spouse may be satisded include a 
particular asset or assets with respect to which no deduction would be 
allowed if such asset or assets passed from the decedent to such spouse, 
then the value of such interest passing to such spouse shall, for the 
purposes of subparagraph (A), be reduced by the aggregate value of 
such particular assets. 

"(D) Interest of Spouse Conditional on Survival For Limited Pe- 
riod. — For the purposes of subparagraph (B) an interest passing to the 
surviving spouse shall not be considered as an interest which will termi- 
nate or fail upon the death of such spouse if- 

"(i) such death will cause a termination or failure of such 
interest only if it occurs within a period not exceeding Six months 
after the decedent's death, or only if it occurs as a result of a 
common disaster resuiting in the death of the decedent and the 
surviving spouse, or only if it occurs in the case of either such 
event; and " (ii) such termination or failure does not in fact occur, 

"(Z) Valuation Of Interest Passing To Surviving Spouse. — In de- 
termining for the purposes of subparagraph (A) the value of any in- 
terest in property passing to the surviving spouse for which a deduc- 
tion is allowed by this subsection- 

"(i) there shall be taken into account the effect which a tax 
imposed by this chapter, or any estate, succession, legacy, or in- 
heritance tax, ha. s upon the net value to the surviving spouse of 
such interest; and 

"(ii) where such interest or proper'ty is incumbered in any 
manner, or where the surviving spouse incurs any obligation inn 
posed by the decedent with respect to the passing of such interest, 
such incumbrance or, obligation shall be taken into account in the 
same manner as if the amount of a gift to such spouse of such in- 
terest were being determined. 

". (F) Trust With Power- Of Appointment In Surviving Spouse. — 
In the case of an interest in property passing from the decedent in 
trust, if under the terms of the trust his surviving spouse is entrtled 
for life to all the income from the corpus of the trust, payable an- 

796590 — 48 — 15 



nual]y or at more frequent intervals, with power in the Wrviving spouse 
to appoint the entire corpus free of the trust (exercisable in favor pf 
such surviving spouse, or of the estate of such surviving spouse, or in 
favor of either, whether or not in each case the power is exercisable 
in favor of others), and with no power in any other person to appoint 
any part of ihe corpus to any person other than the surviving spouse 

"(i) the interest so passing shall, for the purposes of subpara 
graph (A), be considered as passing to the surviving spouse; an1I 

"(ii) no part of the interest so passing shall, for the purposes 
of subparagraph (B) (i), be considered as passing to any person 
other than the surviving spouse. 

This subparagraph shall be applicable only if, under the terms of the 
trust, such power in the surviving spouse to appoint the corpus, 
whether exercisable by will or during life, is exercisable by such spouse 
alone and in all events. 

"(6) I. i fe Insurance %'Ith Power of Appointment in Surviving 
Spouse. — In the ease of proceeds of insurance upon the life of the de. 
cedent receivable in annual or 1nore frequent installments corn»Sac 

' 
ing within one year after the decedent's death, if under the terms Qf 

the policy all amounts payable during the life of the surviving spouse 
are payable only to such spouse, and if such spouse has the power tQ 

appoint all amounts payable after such spouse's death' (exe1rcisable ia 
favor of the estate of such spouse, whether or not the power is exer- 
cisable in favor of others)— 

"(i) such proceeds shall, for the purposes of subparagraph (A), 
be considered as passing to the surviving spouse, and 

"(ii) no part of such proceeds shall, for the purposes of sub. 
paragraph (B) (i), be considered as passing to any person other 
than the surviving spouse. 

This subparagraph shall be applicable only if, under the terms of the 
policy, such power in the surviving spouse to appoint, whether exercisable 
by will or during life, is exercisable by such spouse alone aud in Ql) 

events. 
"(H) I imitatiton Ou Aggregate Of Deducations. — The aggregate 

amount of the deductions allowed under this paragraph (computei 
without regard of this subparagraph) shall not exceed 50 per centurQ 
of the value of the adjusted gross estate, as de6ned in paragraph (2). 

(2) COMFUTATIov oF AOJt78TED GRoss EGTATE. — 
"(A) Heneral Rule. — Except as provided in subparagraph (B) of tins 

paragraph the adjusted gross estate shall, for the purposes of parag1auh 
(I) (EI), be computed by subtracting from the entire value of the gross 
estate the aggregate amount of the dedu. tions allover ed by subsection (b) 
of this section. 

"(B) Special Rule In Cases Involving Community Property. — If thQ 

decedent and his surviving spouse at any time held property as com- 
munity property under the law of any State, Territory, or possessioQ 
of the I)nited States, or of any forei 'n country, then the adjusted gross 
estate shall, for the purposes of paragraph (I) (H), be determined by 
subtracting from the entire value of the gross estate the sum of: 

"(i) t)1)e value of property which is at the time of the death of 
the dececlent held as such com1nuuity property; snd 

"(ii) the value of property transferred by the decedent during 
his life, if at the time of such transfer the property was held as such 
con1munity property; and 

"(iii) the amount receivable as insurance under policies upQQ 

the life of the decedent to the extent purchased with premiums Qr 

other consideration paid out of property held as such comma»tJ' 
property; and 

"(iv) an amount. which bears the same ratio to- the aggr&gatQ 
of the deductions allowed under subsection (b) of this section winch 

' the value of the property included in the gross estate, diminishe& 
by the amount subtracted under clauses (i), (ii), and (iii) of this 
subparagraph, bears to the entire value of the gross estate. 

For the purposes of clauses (i), (ii), and (iii) community propertf 
(except property which is considered as community propertv solely by 
reason of the provisions of subparagraph (C) of this paragraph) shall bQ 

considered as not ' held as such community property ' as of any- mon1eat 
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of time, if, in case of the death of the decedent at such moment, such 
property (and not merely one-half thereof ) would be or would have been 
includible in determining the value of his gross estate without regard 
to the provisions of section 811(e) (2). The amount to be subtracted 
under clause (i), (ii), or (iii) shall not exceed the value of the interest 
in the property described therein which is included in determining the 
value of the gross estate. 

"(C) Same — Convcr. ion Into Separate Property. — 
"(i) If during J:e calendar year 1942 or after the date of the 

enactment of the Bevenue Act of 19:IS, property held as such 
community propertv (unless considered by reason of subparagraph 
(B) of this paragraph as not so held) was by the decedent and the 
surviving spouse converted, by one transaction or a series of trans- 
actions, into separate property of the decedent and his spouse 
(including any form of co-ownership by them), the separate property 
so acquired by the decedent and any property acquired at any time 
by the decedent in exchange therefor (by one exchan e or a series of 
exchanges) shall, for the purposes of clauses (i), (ii), and (iii) of 
subparagraph (B ), be considered as ' held as such community 
property '. 

"(ii) Where the value (at the time of such conversion) of the 
separate property so acquired by the decedent exceeded the value 
(at such time) of the separate property so acquired by the decedent's 
spouse, the rule iu clause (i) shall be applied only with respect to the 
same portion of such separate property of the decedent as the portion 
which the value (as of such time) of such separate property so 
acqu(red by the decedent's spouse is of the value (as of such time) 
of the separate property so acquired by the decedent. 

"(3) Drrzxrrmr . — For the purposes of this subsection an interest in 
propertv shall be considered as passing from the decedent to any person if 
and only if— 

"(A) such interest is bequeathed or devised to such person by the 
decedent; or 

"(B) such interest is inherited by such person from the decedent; 
or 

"(C) such interest is the dower or curtesy interest (or statutory 
interest in lieu thereof) of such person as surviving spouse of the 
decedent; or 

"(D) such interest hris been transferred to such person by the 
decedent at any time; or 

"(E) such interest was, at the time of the decedent's death held by 
such person and the decedent (or by them and any other person) in joint 
ownership with right of survivorship; or 

"(F) the decedent had a power (either alone or in conjunction with 
any person) to appoint such interest and if he appoints or has appointed 
such interest to such person, or if such person tal;es such interest in 
default upon the release or nonexercise of such power; or 

"(G) such interest consists of proceeds of insurance upon the life of 
the decedent receivable by such person. 

Except as provided in subparagraph (F) or (G) of paragraph (1), where 
at the time of the decedent's death it is not possible to ascertain the par- 
ticular person or persons to whom an interest in property may puss from 
the decedent, such interest shall, for the purposes of clauses (i) and (ii) 
of subparagraph (B) of paragraph (1), be considered as passing from the 
decedent to a person other than the surviving spouse. 

"(4) Disci. ~rMKas. — " (A. ) By Surviving Spouse. — If under this subsection an interest 
would, in the absence of a disclaimer by the surviving spouse, be con- 
sidered as passing from the decedent to such spouse, and if a disclaim r 
of such interest is made by such spouse, then such interest shall, for the 
purposes of this subsection, be considered as passing to the person or 
persons entiled to receive such interest as a result of the disclaimer. 

"(B) Disclaimer By Any Other Person. — If under this subsection an 
interest would, in the absence of a disclaimer by any person other than 
the survivin spouse, be considered as passing from the decedent to 
such person, and if a disclaimer of such interest is made by such per 
son and as a result of such disclaimer the surviving spouse is entitled 
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to receive such interest, then such interest shall, for the purposes of 
this subsection, be considered as passing, not to the surviving spouse 
but to the person who made the disclaimer, in the same manner as (I 
the disclaimer had not been made. " 

(bl The amendment made by subsection (a) of this section shall be applb 
cable only with respect to estates of decedents dying after December 81, I'g47, 

SEC. 802. PROPERTY PREVIOUSLY TAXLD. 
(a) Section 812(c) of the Internal Revenue Code (relating to the deduction 

for property previously taxed) is herebv amended by adding after the iirst 
paragraph two new paragraphs to read as follows: 

"The following property shall not, for the purposes of this subsection, be com 
sidered as property with respect to which a deduction may be allowed. . (A) 
property received from a prior decedent who died after December 81, 1947, and 
was at the time of such death the decedent's spouse, (B) property received by 
gift after the date of the enactment of the Revenue Act of 1048 from a dogpr 
who at the time of the gift wa. s the decedent's spouse, and (C) property acquired 
in exchange for property described in clause (A) or (B). " Where, under the provisions of section 1000 (f), a gift received by the decedeat 
was considered as made one-half by the donor and one-half by the donor's spouse 
one-half of the gift shall be considered as received by the decedent from ear)I 
such spouse. " 

(b) Section 812(c) is further amended by striking out "subsections (a) and 
(d)" and inserting in lieu thereof "subsections (a), (d), and (e)". 
SEC. 808. CREDIT EOR GIFT TAX. 

(a) Section 818(a) (2) (A) of the Internal Revenue Code (relating to credit 
for gift tax) is hereby amended by inserting before the period at the end 
thereof the following: "reduced by the aggregate amount of the deductions 
allowed under subsections (d) and (e) of section 812". 

(b) Subparagraph (B) of section 818(a) (2) of the Internal Revenue Code 
(relating to credit for gift tax) is hereby amended to read as follows: 

"(B) In applying, with respect to any gift, the ratio stated in sub- 
paragraph (A), the value at the time of the gift or at the time of the 
death, referred to in such ratio, shall be reduced- 

"(i) by such amount as will properly reflect the amount of such 
gift which was excluded in determining (for the purposes of sec- 
tion 1008(a), or of section 504(a) of the Revenue Act of 1002) the 
total amount of gifts made during the year in which the gift was 
made; 

"(ii) if a dedu«iion with respect to such gift is allowed under 
section 812(e) (the so-called 'marital deduction') — then by an 
amount which bears the same ratio to such value (reduced as pro- 
vided in clause (i) of this subparagraph) as the aggregate amount 
of the marital deductions allowed under section 812(e) bears to the 
aggregate amount of such marital deductions computed without re- 
gard to subparagraph (H) of section 812(e) (1); and "(iii) if a deduction with respect to such gift is allowed under 
section 812(d) (the so-called ' charitable deduction ') — then by tkc 
amount of such value, reduced as provided in clause (i) of this 
subparagraph. 

"(C) Where the decedent was the donor of the gift but, under the 
provisions of section 1000(f), the gift was considered as made one-half 
by his spouse- 

"(i) the term ' the amount of the tax paid under chapter 4', a& 

used in subparagraph (A) of this paragraph, includes the amounts 
paid with respect. to each half of such gift, the amount paid wit& 
respect to each being computed in the manner provided in subpara- 
graph (D); and 

"(ii) in applying, with respect to such gift, the ratio stated is 
subparagraph (A) of this paragraph, the value at the time of t&& 

gift or at the time of. the death, referred to in such ratio, includes 
such value with respect to each half of such gift, each such val« 
being reduced as provided in clause (i) of subparagraph (B) oi 
this paragraph. 



"(D) (i) For the purposes of subparagraph (A), the amount of tax 
paid under chapter 4, or under Title III of the Revenue Act of 198, with 
respect to any gift shall be an amount which bears the same ratio to the 
total tax paid for the year in which the gift was made as the amount of 
such gift bears to the total amount of- net gifts (computed without deduc- 
tion ot the speciCic exemption) for such year. "(ii) For the purposes oi clause (i) ihe ' amount of such gift ' shall be 
the amount included with respect to such gift in determining (for the 
purposes of section 1003(a), or of section 504(a) of the Revenue Act of 
1982) the total amount of gifts made during such year, reduced by the 
amount of any' deduction allowed with respect to such gift under section 
1004(a) (2), or under section 505(a) (2) of the Revenue Act of 1932 (ihe 
so-called 'charitable deduction'), or under section 1004(a) (8) (the 
so-called ' marital deduction '). " 

(c) Section 986(b) (1) of the Internal Revenue Code (relating to credit for gift 
tax) is herebv amended by inserting after the words "entire gross estate" in 
clause (A) thereof the following: "reduced by the aggregate amount of the de- 
ductions allowed under subsections (d) and (e) of section 812 ". 

(d) Paragraph (2) of section 986(b) of the Internal Revenue Code (relating to 
credit for gift tax) is hereby amended to read as follows: 

"(2) In applving, with respect to any gift, the ratio stated in clause (A) 
of paragraph (1), the value at the time of the gift or at the time of the death, 
referred to in such ratio, shall be reduced— 

"(A) by such amount as will properly reQect the amount of such gift 
which was excluded in determining (for the purposes of section 1008(a), 
or of section 504(a) of the Revenue A. ct of 1982) the total amount of gifts 
made during the year in wh;ch the gift was made. ; "(B) if a deduction with respect to such gift is allowed under section 
812(e) (the so-called 'marital deduction') — then by an amount which 
bears the same ratio to such value (reduced as provided in subparagraph 
(A) of this paragraph) as the aggregate amount of the marital deduc- 
tions allowed under section 812(e) bears to the aggregate amount of such 
marital deductions computed without regard to subparagraph (H) of 
section 812(e) (1); and 

"(C) if a deduction with respect to such gift is allowed under section 
812(d) (the so-called 'charitable deduction ') — then by the amount of 
such value, reduced as provided in subparagraph (A) of this paragraph. 

"(8) Where the decedent was the donor of the gift but, under the provisions 
of section 1000 (f), the gift was considered as made one-ha. lf by his spouse— 

"(A) the term ' the amoun't of the tax paid under chapter 4 ', as used in 
paragraph (1) of this subsection, includes the amounts paid with respect 
to each half of such gift, the amount paid with respect to each being 
computed in the manner provided in paragraph (4); and 

"(B) in applying, with respect to such gift, the ratio stated in clause 
(A) of parag. aph (1), the value at the time of the gift or at the time of 
the death, referred to in such ratio, includes such value with respect to 
each half of such gift, each such value being reduced as provided in sub- 
paragraph (A) of paragraph (2). 

"(4) (A) For the purposes of paragraph (1), the amount of tax paid under 
chapter 4, or under Title III of the Revenue Act of 1982, with respect to any 
gift shall be an amount which bears the same ratio to the total tax paid for the 
year in which the gift was made as the amount of such gift bears to the total 
amount of net gifts (computed without deduction of the specific exemption1 
for such year. 

"(B) For the purposes of subparagraph (A) the ' amount of such gift ' shall 
be the amount included with respect to such gift in determining (for the pur- 
poses of section 1008(a), or of section 504(a) of the Revenue Act of 1932 i 
the total amount of gifts made during such vear, reduced by the amount of a nv 
deduction allowed with respect to such gift under section 1004(a) (2), or 
under section 505(a) (2) of the Revenue Act of 1982 (the so-called ' charitable 
deduction' ), or under section 1004(a) (8) (the so-called 'marital deduc- 
tion '). " 

(e) The amendments made bv this section shall be applicable only with respect 
to the estates of decedents dying after Fiecember 81, 1947. 



SEC. 864. OPTIONAL VALUATION. 

(a) The last sentence of section 811(j) of the Internal Revenue Code (relating 
to optional valuation) is hereby amended to read as follows: "In Case of an elec. 
tion made by the executor under this subsection, then— 

"(A) for the purposes of the deduction under section 812(d) or secfion 
861(a) (8), any bequest, legacy, devise, or transfer enumerated therein, 
and 

"(B) for the purposes of the deduction under section 812(e), any inter 
est in property passing to the surviving spouse, shall be valued as of the 
date of the decedent's death with adjustment for any difference in value 
(, not due to mere lapse of time or the occurrence or nonoccurrence of a 

contingency) of the property as of tbe date one year after the decedent's 
death (substituting, in tne ease of property distributed by the executor 
or trustee, or sold, exchanged, or otherwise disposed of, during such 
one-year period, the date thereof). " 

(b) The amendment made by this section shall be applicable only with respect 
to estates of decedents dying after December 81, 1947. 

SEC. 665. LIABILITY OF LIFE INSURANCE BENEFICIARIES) ETC, 
(a) Section 826(c) of the Internal Revenue Code (relating to liability of ]jfe 

insurance beneficiaries) is hereby amended by adding at the end thereof' the follow- 
ing new sentence: " In the case of such proceeds receivable by the surviving spouse 
of the decedent for which a deduction is allowed under section 812(e) (the so. 
called ' marital deduction '), this subsection shall not apply to such proceeds except 
as to the amount thereof in excess of the. aggregate amount of the marita. l deduc- 
tions allowed under such subsection. " 

(b) Section 826(d) of the Internal Revenue Code (relating to liability of 
recipient of property over which decedent had power of appointment) is hereby 
amended by adding at tbe end thereof the following new sentence: "In the case 
of such property received by the surviving spouse of the decedent for which a 
deduction is allowed under section 812(e) (the so-called 'marital deduction' ), 
this subsection shall not apply to such property except as to the value thereof 
reduced by an amount equal to the excess of the aggregate amount of the marital 
deductions allowed under section 812 (e) over the amount of proceeds of insurance 
upon the life of the decedent receivable by the surviving spouse for which proceeds 
a m" rital deduction is allowed under such subsection. " 

(c) The amendments made by this section shall be applicable only with respect 
to-estates of decedents dying after December 81, 1947. 

SEC. 866. BASIS OF SURVIVING SE'OUSE'S INTEREST IN COMMUNITY 
PROPERTY. 

(a) Section 118(a) (5) of the Internal Revenue Code (relating to basis of 
property transmitted at death) is hereby amended by adding at the end thereof 
the following new sentences: "For the purposes of this paragraph the surviving 
spouse's one-half share of community property held by the decedent and the 
surviving spouse under tbe community property laws of any State, Territory or 
possession of the United States or any foreign country shall be considered to bs 

property ' acquired by bequest, devise, or inheritance ' from the decedent, if tbs 
cleath of tbe decedent was after December 81, 1947, and if at least one-half of the 
whole of the community interest in such property was includible in deterraininR 
the value of the decedent's gross estate under section 811. In the case of propertI 
held by a decedent and his surviving spouse under the community property' laws 
ot any State, Territory, or possession of the Uuited Sta. tes or any foreign country 
if the value of any part of the surviving spouse's one-half share of such property 
was included in determining tbe vaiue of the gross estate of the decedent and & 

tax, under chapter 8 was payable upon the transfer of the net estate of tb& 

decedent, then for the purposes of this paragraph such part of such one-half share 
of the surviving spouse shall be considered to be property ' acquired bv beq«st 
devise, or inheritance ' from the decedent, if the death of the decedent was sitar 
the date of the enactment of the Revenue Act of 1942 and on or before December' 
1947; but nothing in this sentence shall reduce basis below that which would «t@ 
if the Revenue Act of 1948 had not been enacted. ", . 

(b) lf the allowance of a credit or. refund of anj overpayment of tax result+5 
from the application of this section is prevented on the date of the enactment « 

t 
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this Act, or within one year from such date, by the operation of any law or rule 
of law (other than section 8761 of the Internal R. evenue Code, relating to 
comPromises), credit or refund of such overpayment may, nevertheless, be 
allowed or made if claim therefor is filed within one year from the date of the 
enactment of this Act. No interest shall be paid on any overpayment resulting 
from the aPPlication of the last sentence of section 118(a) (8) of such code, as 
amended by this section, if such overpayment is for a taxable year beginning 
before January 1, 1948. 

Part III — Gift Tax. 
SEC. 871. GIFTS OF CO5IMUXITY PROPLRTY. 

Section 1000(d) of the Internal Revenue Code (relating to gifts of property 
held as community propert, ") is amended by adding at the end thereof a new 
sentence to read as folio~vs: "This subsection shall be applicable only to gifts 
made after the calendar year 1949 and on or before the date of the enactment of 
the Revenue Act of 1948. " 

SEC. 878. MARITAL DEDUCTION. 
Section 1004(a) of the Internal Revenue Code (relating to deductions in com- 

puting net gifts in the case of a citizen or resident of the United States) is hereby 
amended by adding at the end thereof a new paragraph to read as follows: 

"(8) Ger zo srousz, — 
"(A) In General. — Where the donor transfers during the calendar 

vear (and after the date of the enactment of the Revenue Act oX 1948) 
by gift an interest in property to a donee who at the time of the gift 
is the donor's spouse — an amount with respect to such interest equal to 
one-half of its value. 

"(B) Life Estate or Other Terminable Interest. — Where, upon the 
lapse of time, upon the occurrence of an event or contingency, or upon 
ihe failure of an event or contingency to occur, such interest transferred 
to the spouse will terminate or fail, no deduction shall be allowed with 
respect to such interest- 

"(i) if the donor retains in himself, or transfers or has transferred 
(for less than an adequate and full consideration in money or 

' money's worth) to any person other than such donee spouse (or the 
the estate of such spouse), an interest in such property, and if by 
reason of such retention or transfer the donor (or his heirs or 
assigns) or such person (or his heirs or assigns) may possess or 
enjoy any part of such property after such termination or failure of 
the interest transferred to the donee spouse; or 

"(ii) if the donor immediately after the transfer to the donee 
spouse has a power to appoint an interest in such property which 
he can exercise (either alone or in conjunction with any person) in 
such manner that the appointee may possess or enjoy any part of 
such property after such termination or failure of the interest 
transferred to the donee spouse. For the purposes of this cia. use 
the donor shall be considered as having immediately after the trans- 
fer to the donee spouse such power to appoint even though such power 
cannot be exercised until after the lapse of time, upon the occurrence 
of an event or contingency, or upon the failure of an event or 
contingency to occur. 

An exercise or release at any time by the donor, either alone or in con- 
junction with any person, of a power to appoint an interest in property, 
even though not otherwise a transfer, shag, for the purposes of clause (i) 
of this subparagraph, be considered as a transfer by him. Except as 
provided in subparagraph (K), where at the time of the transfer it is 
impossible to ascertain the particular person or persons who may receive 
from the donor an interest in property so transferred by him, such 
interest shall, for the purposes of clause (i) of this subparagraph, be 
considered as transferred to a person other than the donee spouse. 

"(C) Where the assets out of which, or the proceeds of which, the 
interest transferred to the donee spouse may be satisfied include a 
particular asset or assets with respect to which no deduction mould be 
allowed if such asset or assets were transferred from the donor to such 
spouse, then the value of the interest transferred to such spouse shall, 
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for the purposes of subparagraph (A), be reduced by the aggregate value 
ot such particular assets. 

"(D) Joint Interests. — If the interest is transferred to the donee sypnse 
as sole joint tenant with the donor or as tenant by the entiretv, the in 
terest of the donor in the property which exists solely by Xeason of the 
possibility that the donor may survive the donee spouse, or that there 
may occur a severance of the tenancy, shall not be considered for the 
purposes of subparagraph (B) as an interest retained by the donor;n 
himself. 

"(E) Trust With Power Of Appointment In Donee Spouse. — Where 
the donor transfers in trust an interest in property, if under the terms of 
the trust his spouse is entitled for life to all the income from the corpus 
of the trust, payable annually or at more frequent intervals; with power 
in the donee syouse to appoint the entire corpus free of the trust (exer- 
cisable in favor of such donee spouse, or of the estate of such donee 
spouse, or in favor of either, whether or not in each case the power ls 
exercisable in favor of others), and with no power in any other person 
to appoint any part of the corpus to any person other than the donee 
spouse- 

"(i) the interest so transferred in trust shall, for the purposes M 
subparagraph (A ), be considered as transferred to the donee. spouse, 
and 

"(ii) no part of the interest so transferred in trust shall, for the 
purposes of subparagraph (B) (i), be considered as retained in the 
donor or tI'ansferred to any person other than the donee spouse. 

This subparagraph shall be applicable only if, under the terms of the 
trust, such poiver in the donee spouse to appoint the corpus, whether exer- 
cisable by will or during life, is exercisable by such spouse alone and in 
all events. 

"(E) Community Property. — 
"(i) A deduction otherwise allowable under this paragrayh shall 

be allowed only to the extent that the transfer can be shown to 
reyresent a gift of property which is not, at the time of the gift, 
held as community property under the law of any State, Territory, 
or possession of the United States, or of any foreign country. 

"(ii) For the purposes of clause (i), community property (except 
property which is considered as community property solely by reason 
of the provisions of clause (iii) ) shall not be considered as ' held as 
community property ' if the entire value of such property (and no( 
merely one-half thereof ) is treated as the amount of the gift. 

"(iii) If during the calendar year 1942 or after the date of the 
enactment of the Revenue Act of 1048, property held as such coID- 
munity property (unless considered by reason of clause (ii) as not 
so held) was by the donor and the donee syouse converted, by one 
transaction or a series of transactions, into separate proyerty of the 
donor and such spouse (including any form of co-ownership by them), 
the separate property so acquired by the donor and any property 
acquired at any time by the donor in exchange therefor (by one 
exchange or a series of exchanges) shall, for the purposes of clause 
(i), be considered as ' held as community property '. 

"(iv) Where the value (at the time of such conversion) of the 
separate property so acquired bv the donor exceeded the value (at 
such time) of the separate property so acquired by such syonse, the 
rule in clause (iii) shall be applied only with respect to the same 
portion of such separate property of the donor as the portion which 
the value (as of such time) of such seyarate property so acquired 
by such syouse is of the value (as of such time) of the seyarate 
property so acquired by the donor. " 

'SEC. 878. TECHNICAL AMENDMENT, 
Section 1004(c) of the Internal Revenue Code is hereby amended to read &s 

follows: 
"(c) ExTKIvT OP DFJ&UCTIOIvs. — The deductions provided in subsection (a) (2) oI 

(3) or in subsection (b) shall be allowed only to the extent that the gifts therein 
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specified are included in the amount of gifts against which such deductions are 
applied. " 

SEC. 874. GIFT OF HUSBAND OR WIFE TO THIRD PAR~ 
Section 1000 of the Internal Revenue Code (relating to imposition of gift tax) 

is hereby amended by adding at the end thereof a new subsection to read as 
follows: " 

( f ) GIFT oF HusBAND oR WIFE To THIRD PARTT. — 
"(1) CQNsIDERED As MADE oNE-ixALF nr EACH. — 

"(A) In General. — A gift made after tile date of the enaeiineiit of 
the Revenue Aet of 1948 by one spouse to any person other than his 
spouse shall, for the purposes of this chayter, be considered as made 
one-half by him and one-half by his spouse, but only if at the time 
of the gift each spouse is a citizen or resident of the United States. This 
subparagraph shall not apply with respect to a gift by a spouse of an 
interest in property if he creates in his spouse a power of appointment, 
as defined in subsection (c) of this section, over such interest. For the 
purposes of this subsection an individual shall be considered as the 
spouse of another individual only if he is married to such individual at 
the time of the gift and does not remarry during the remainder of the 
calendar year. 

"(B) Consent of Both Spouses. — Subparagraph (A) shall be applicable 
onlv if both spouses have signified (in accordance with the regulations 
provided for in paragraph (2) ) their consent to the application of sub- 
paragraph (A) in the case of all such gifts made during the calendar 
year by either while married to the other. 

"(2) MANNER AND TIME oF sIGNIFYINB coixsENT. — 
"(A) Manner. — A consent under this subsection shall be signifie in 

such manner as is provided under regulations prescribed by the Com- 
missioner with the approval of the Secretary. 

"(B) Time. — Such consent may be so signified at any time after the 
close of the calendar year in which the gift was made, subject to the 
following limitations- 

"(i) the consent may not be signified after the 15th day of March 
following the close of such vear. , unless before such 15th day no 
return has been filed for such year by either spouse, in which case 
the consent may not be signified after a return for such year is 
filed by either spouse; 

"(ii) the consent may not be signified after a notice of deficiency 
with respect to the tax for such vear has been sent to either spouse 
in accordance with section 1012(a). 

"(8) REvocATioN OF coNsENr. — Revocation of a consent previously signified 
shall be made in such manner as is provided under regulations prescribed 
by the Commissioner with the approval of the Secretary, but the right to 
revol:e a consent yreviously signified with respect to a calendar year— 

"(A) shall not exist after the 05th day of March following the close 
of such year if the consent was signified on or betore such 15th day; and 

"(B) shall not exist if the consent was not signified until after such 
15th day. 

"(4) ZorNT AND SEvERAr. x. zAsrLirv FOR z'Ax. — If the consent required by 
paragraph (1) (H) is signified with respect to a gift made in any calendar 
year the liability with respect to the entire tax imposed by this chapter of 
each spouse for such year shall be joint and several. " 

TITLE IV — ADJUSTED GROSS INCOME OF LESS THAN $5, 000. 

SEC. 401. INDIVIDUALS WITH ADJUSTED GROSS INCOMES OF LESS 
THAN $5, 000. 

(a) IN GENERAL, . — Section 400 of the Internal Revenue Code (relating to op- 
tional tax on individuals with adjusted gross incomes of less than $5, 000) is 
hereby amended to read as follows: 

"SEC. 400. IMPOSITION OF TAX. 
"In lieu of the ta es imposed bv sections 11 and 12, there shall be levied, col- 

lected, and paid for each taxable year upon th. e net income oi each individual 



whose ad]usted gross income for such . year is less than $5, 000, and who has 
elected to pay the tax imposed by this supplement for such year, a tax as follows: » 

(b) TAxABLE YEARs To WHIOH APPLIcABLE. — The amendment made by this 
section shall be appliCable with respect to taxable years beginning after December 
81, 1947. For treatment of taxable years beginning in 1947 and ending in 1948, 
see section 001. 

TITLE V — REDUCTION IN WITHHOLDING OF TAX AT SOURCE 
ON WAGES. 

SEC. 501. PERCENTAGE 31ETHOD. 

Section 1622(a) and section 1022(b) (1) of the Internal Revenue Code (relat- 
ing to percentage method of withholding) are hereby amended to read a's follows 

"(a) REQUIREMENT oF WITHH0LDING. — Every employer making payment of 
wages shall deduct and withhold upon such wages a tax equal to 15 per centunt 
of the amount by which the wages exceed the nurober of withholding exempiions 
claimed multiplied by the amount of one such exemption as shown in subsection 
(b) (1). 

"(b) (1) The table referred to in subsection (a) is as follows: 

"Percentage method withholding tftble. 

Psv-roll period. 
A mount oi one 

withbofdint 
erempaon. 

IVeekly 
Biweekly 
Semimonl, hly 
Monthly 
Qusrterly 
Sendennusl . 
Anno»i 
Dsif& or miscellaneous (per dsy of such period) 

618, 66 

167. 66 

667. 66 
l. 66" 
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SEC. 502. WAGE BRACKET WITHHOLDING. 
The tables contained in section Idol(c) (I) ot the Internal Revenue Code ()'e- 

lating to wage brad-et withholding) are hereby amended to read as tol o 

"If adjusted And the number 
g oss. of exemptions is— 

If adjusted 
gross nl- 

come is— Aad the aumber of exemptions is— 

At But 
least less 4 or 

alore At 
least 

But 
less 

than 

And if 
other 
than a 
joint 
return 
is filed 

And if 
other 
than a joint 

return( return 

Aad 
if a 

joint 
rot util 
i- iiled 

S or 
alore 

The tax shall be— Thc ta r shall be— 

$0 '3675 

700 725 

800 
800 825 
825 Mo 
850 875 
ST5 900 
900 925 
925 950 

0 975 
9(5 1 000 

1, 000 1, 025 
1, 025 1, 050 
lroa) 1. 075 
1, 075 1, 100 
1, 100 1, 125 
1, 125 1, 150 
1, 150 1, 175 
1, 175 1, 200 
1, 200 1, 225 
1, 225 1, 250 
1, 250 1, 275 
1, 275 1, 300 
1. 300 l. 325 
1, 39% 1, 350 
1, 350 1, 375 

1, 400 1, 425 
1, 42O 1, 450 
1, 450 1, 475 
1, 475 1, 500 
1, 500 1, 525 
1, 525 1, 550 
1, 550 1, 575 
1, 575 1. 600 
1, 600 1, 625 
1, 625 1, 650 
1, 650 1, 675 
1, 675 1, 700 
1, 700 1, 725 
1, 725 1, 73) 
1, 750 1, 775 

1, 800 1, 825 
1, 825 1, 850 
1, 850 1, 875 
1, 875 1, 900 
1, 900 1, 925 
1, 925 1, 950 
1, 950 1, 975 
1, 975 2. 000 
2, 000 2, 025 
2, 025 2, 050 
2, 050 9, 075 
2, 075 2. 100 
2, 100 2, 125( 
2, 125 2, 150 
2, 150 2, 175 
2, 175 2, 200 
2, 'XO 2, 225 
2, 225 2, 250 
2, 250 2, 275 
2, 2i5 2, 300 
2, 300 2, 325 

$0 
3 
7 

11 
14 
18 
22 
26 
29 
33 
37 
40 
44 
48 
52 
55 
59 
63 
67 
70 
74 
(8 
82 
85 
89 
93 
96 

100 
104 
108 
111 
115 
119 
123 
126 
180 
134 
133 
141 
145 
)49 
153 
1N 
160 
164 
167 
171 
175 
179 
182 
186 
190 
194 
197 
201 
205 
209 
212 
216 
220 
993 
227 
231 
2N 
238 
242 
246 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
1 

8 
12 
16 
19 
23 
27 
31 
84 

42 
45 
49 
53 
57 
60 
64 
68 
72 
75 
79 
83 
87 
90 
94 
98 

101 
105 
109 
113 
116 
120 
124 
128 
131 
1N 
139 
143 
146 

$2, 325 
2, 350 
2, 375 
2, 400 
2, 425 
2, 450 
2, 475 
2, 5OO 

595 
2, 550 
'~, 575 
2, 600 
1, 625 
2, 650 
'~, 675 
2, 700 
'&, 725 
2, (50 
2, (75 
2, 800 
2, SM 
2, S50( 
2, S75 
2, 900 
2, 925 

3, 250 
3, 300 
3, 350 
3, 4001 
3', 4'~ 
3, 500 
3, MO 
3. 600 
3, fico) 
3, 700' 
3, 50 
3, 800 

3, 900 
3. 950 
4, 000 
4, 050 
4, 100 
4, 150 
4, 200 
4, 250 
4, 300 
4, 350 
4, 400 
4, 450 
4, 500 
4, 550 
4, 600 
4, 650 
4, 700 
4, 750 
4, Soo 
4, 850 
4, 900 
4, 950 

$2, 350 
2, 375 
2, 400 
2, 425 
2, 450 
2, 4i5 
2, 500 
2, 525 
'2, 550 
2, 575 
2. 600 
2, 625 
'2, 650 
2, 675 
2, 700 
2, 725 
2, 750 
2 7?5 

2, 89M 

2, 850 
2, 875 
2, 900 
'2, fry 
2, 950 
"-, 975 
3, 000 
3, 050 
3, 100 
3, 150 
3 200 
3, 250 
3, 300 
3. 350 

3, 450 
3, 500 
3, 550' 
3', GOOi 
3', Ga)) 
3, '-, OO' 

3, 750 
3, 800 
3, 890 
3, 900 
3, 950 
4, 000 
4, 050 
4, 100 
4, 150 
4, 200 
4, 250 
4, 300 
4, Mo 
4, 400 
4, 450 
4, 500 
4, 550 
4', GOO 

4, 650 

4, 800 
4, 850 
4, 900 
4, 950 

I 

5, 000 

$250 
253 
257 
261 
265 
268 
272 
276 
280 
283 
287 
291 
294 
29S 
302 
306 
309 
3'3 
317 
321 
324 
328 
332 
336 
340 
345 
349 
356 
364 
3(3 
382 
391 
399 
408 
417 
425 
4M 
443, 
452 
460 
469 
478 
486I 

5)3j 
591 
530 
539 
547 
556 
565 
574 
o82 
591 
600 
608 
G17 
626 
635 
643 
652 
651 
669 
678 
687 
695 

$0 $0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 

0 0 
0 0 
0 O 

0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
0 0 
2 0 
6 0 
9 0 

13 0 
17 0 
21 0 
24 0 
2S 0 
32 0 
35 0 
39 0 
43 0 
47 

$150 
154 
157 
161 
!65 
lG9 
172 
176 
180 
184 
187 
191 
195 
199 
202 
206 
210 
214 
217 
221 
2M 
928 
232 
236 
240 
243I 
247 
253 
260 
268 
275 
283 
290 
298 
305 
312 
320 
327 
335 
344 
353 
362 
370 
379, 
388' 
896 
409 
414 
423 
431 
440 
449 
457 
466 
475 
483 
492 
501 
510 
518 
527 
536 
544 
553 
562 
571 
579 

$150 
154 
157 
161 
165 
169 
172 
liG 
180 
184 
187 
191 
195 
199 
202 
206 
210 
214 
217 
221 
225 
228 
232 
236 
240 
243 
247 
253 
260 
268 
275 
283 
290/ 

305 
312 
320 
327 
335 
342 

M7 
365 
372 
380 
387 
395 
402 
410 
417 
425 
432 
439 
447 
454 
462 
469 
477 
484 
492 
499 
50? 
514 
522 
929 
537 

$50 
54 
58 
62 
65 
69 
73 
7? 
80 
84 
88 
92 
95 
99 

103 
106 
110 
114 
118 
121 
125 
129 
133 
136 
140 
144 
148 
153 
161 
168 
176 
183 
190 
198 
205 
213 
220 
22S 
235 
94( 

273I 

303 
310 
317 
325, 
332 
341 
350 
359 
367 
376 
385 
393 
402 
411 
420 
42S 
437 
446 
454 
463 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
6 

14 
2) 

51 
59 
66 
73 
81 
88 
96 

103 
111 
118 
1'(5 
133 
141 
148 
155 
163 
171 
178 
186 
193 
200 
208 
215 
223 
230 

~ 

238 

i 

245 

$50 $0 
54 0 
58 0 
62 0 
65 0 
69 0 
T3 0 
77 0 
80 0 
84 G 

88 0 
92 0 
95 0 
99 0 

103 3 
105 7 
110 11 
114 14 
118 18 
121 22 
125 26 
129 29 
133 33 
136 37 
140 40 
144 44 
148 48 
153 54 
161 61 
168 68 
176 76 
183 83 
190 91 
19S 98) 
205 1061 
2)3 113 
220 121 
22S 128 
235 136 
243 143 
250 151 
258 158 
2G5 166 
?i3 173 

181 
N8 188 
295 195 
303 203 
310 2!o 
317 218 
'325 225 
3'. !2 233 
340 240 
347 248 
355 2551 
362 263 
370 2i0 
377 278 
385 289 
392 293 
400 300 
407 308 
415 315 
422 322 
430 330 
487 337 
444~ 345( 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

ol 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0, 
0 
0 
0 
4 

11 
19 
96 

41 
49 
56 
63 
71 
78 
Sfi 
93 

101 
108 
116 
123 
131 
138 
146 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 

0 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
1 
9 

16 
24 
31 
39 
4G 

$0 
0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 0" 
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"If the pay-roll period with respect to an employee is weekly— 

And the wages are— And the number of wifbhoiding exemytions claimed is— 

At least But less 
than 

0 I 2 3 4 5 1 7 8 9 18m 

The amount of tax to be withheld shall be— 

8 
8 
8 
8 
8 
8 
8 
8 
8 
$ 
8 
$ 
8 
8 
$ 
8 
8 

f 

$42 . 

8 

8 
8 
8 
8 
$ 

8 

8 

8 
8 

$84 
$86 

$ 
$ 
$ 
8 
8 

$ 
$ 

8 

$43 
$44 
845 
$46 
f47 
f4S 
f49 

50 
51 

$52 
$53 
$54 

$M 
$57 

58 
59 
60 
62 
64 
66 
68 
70 

8?2 
74 
76 
78 
80 

$82 

$88 
90. 
92 
94 
96 
98 
100 
105 
110 
115 
120 
125 
130 

$0 
13 
14 
15 
16 
I? 
18 
19 
20 
21. 
22 = 
23 
24 
25 
26 
27 
28 
29 

$30 
$31 
$32 
$33 
$34 
$35 

36 
$3? 
$38 
$39 
$40 
$41 

$13 
$14 
$15 
$16 
f17 
$18 
$19 
$20 
$21 
$22 
$23 
$24 
$25 
$26 
$27 
$28 
$29 
$30 
$31 
fi32 
$33 
$34 
$3o 
$36 
$37 
$38 
$39 
$40 
$41 
$42 
$43 
$44 
$45 
$46 
$47 
$48 
$49 
$50 
$51 
$5o 
$53 
fi54 
$55 
$56 
$57 
$58 
$59 
$60 
$62 
$64 
$66 
f68 
$70 
$72 
f?4 
$76 
$?8 
$80 
$82 
$84 
$86 
$SS 
$90 
$92 
$94 
$96 
$98 
$100 
$105 
$110 
$115 
$120 
$125 
$130 
$135 

15% of 

$2. 00 
2. 20 
2. 30 
2. 50 
2. 60 
2. 80 
2. 90 
3. 10 
3. 20 
3. 40 
3. 50 
8. 70 
3. 80 
4. 00 
4. 10 
4. 30 
4. 40 
4. GO 

4. 70 
4. 90 

5. 20 
5. 30 
5. 50 
5. 60 
5. 80 
5. 90 
6. 10 
6. 20 
6. 30 
6. 50 
6. 60 
6. 80 
6. 90 
7. 10 
7. 20 
7. 40 
7. 50 
7. 70 
7. 80 
8. 00 
8. 10 
8. 30 
8. 40 
8. 60 
8. 70 
S. 90 
9. 10 
9. 40 
Q. 70 

10. 00 
10. 30 
10. 60 
10. 90 
11. 20 
11. 50 
11. 80 
12 10 
12. 40 
12. 70 
13. 00 
13. 30 
13. 60 
13. 90 
14. 20 
14. 50 
14. 80 
15. 30 
16. IO 
16. 80 
17. 60 
18. 30 
19. 00 
19. 80 

. 10 

. 30 

. 40 

. 50 

. 70 . 80 
1. 00 
1. 10 
1. 30 
1. 40 
1. 60 
1. 70 
l. 90 
2. 00 
2. 20 
2. 30 
2. 50' 
2. 60 
2. 80 
2. 90 
3. 10 
3. 20 
3. 40 
3. 50 
3. 70 
3. 80 
4. 00 
4. 10 
4. 30 
4. 40 
4. 60 
4. 70 
4. 90 
5. 00 
fi. 20 
5. 30 
5. 50 
5. 60 
5. 80 
5. 90 
6. 10 
6. 20 
6. 40 
6. 50 
6. 70 
6. 80 
7. 00 
7. 20 
7. M 
7. 80 
8. 10 
8. 40 
8. 70 
9'. 00 
9. 30 
9. 60 
9. 90 

10. 20 
10. M 
10. 80 
11. 10 
11. 40 
11. 70 
12. 00 
12. 30 
12. 60 
12. 90 
13. 40 
14. 10 
14. 90 
15. 60 
16. 40 
17. 10 
I?. 90 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 . 10 
. 30 
. 40 

. 70 

l. 00 
l. 20 
1. 30 
l. 50 
1. 60 
l. 80 
l. 90 
2. 10 
2. 20 
2. 40 
2. M 
2 70 
2. 80 
3. 00 
3. 10 
3. 30 
3. 40 
3. 60 
3. 70 
3. 90 
4. 00 
4. 20 
4. 30 
4. M 
4. 60 
4. 80 

5. 10 
5. 30 
5. 60 
5. 90 
6. 20 
6. 50 
6. 80 
7. 10 
7. 40 
7. 70 
8. 00 
S. 30 
8. 60 
8. 90 
9. 20 
9. 50 
9. 80 

10. 10 
10. 40 
10. 70 
11. 00 
11. 50 
12. 20 
13. 00 
13. 70 
14. M 
15. 20 
16. 00 

$0 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

. 30 

. 60 

. 80 

. 90 
1. 10 
l. 20 
l. 40 
1. 50 
l. 60 
1. 80 
1. QO 

2. 10 
2. 20 
2. 40 
2. 50 
2. 70 
2. 80 

3. 10 
3. 40 
3. 70 
4. 00 
4. 30 
4. 60 
4. 90 
5. 20 
5. 50 
6. 80 
6. 10 
6. 40 
6. 70 
7. 00 
7. 30 
7. 60 
7. 80 
8. 10 
8. 40 
8. 70 
9. 00 
9. 60 

10. 30 
11. 10 
11. 80 
12. 60 
13. 30 
14. 00 

$0 
0 ' 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
D 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

. 30 

. 50 
:60 
. 80 
. 90 

1. 10 
1. 20 
l. 50 
1. 80 
2. 00 
2. 30 
2. 60 
2. 90 
3. 20 
3. 50 
3. 80 
4. 10 
4. 40 
4. 70 
5. 00 
5. 30 

5. 90 
6. 20 
6. 50 
6. 80 
7. 10 
7. 70 
8. 40 
9. 10 
9. 90 

10. 60 
11. 40 
12. 10 

$0 I 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 10 
. 40 
. 70 

l. 00 
I. 30 
1. 60 
l. 90 
2. 20 
2. 50 
2. 80 
3. IO 
3. 40 
3. 70 
4. 00 
4. 30 
4. 60 
4. 90 
5. 20 
5. 70 
6. 50 
7. 20 
S. 00 
8. 70 
9. 50 

10. 20 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 30 
. 60 

l. 20 
l. 50 
1. 80 
2. 10 
2, 40 
2. 70 
3. 00 
3. 30 
3. 80 
4. 98 

6. 10 
6. 80 
7. 60 
8. 80 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

. 50 

. 80 
l. 10 
l. 40 
l. 90 
2. 70 
3. 40 
4. 10 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 . , 70 
l. 50 
2. 20 
3. 00 
3. 70 
4. 50 

fo 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
D 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 . 30 
1. 10 
1. 80 
? 60 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
8 
9 
9 
0 
0 
0 
0 
0 
0 
9 
0 
0 
0 
0 
0 
0 
0 
0 
9 
9 
6 
0 
0 
0 
G 

0 
0 
9 
9 
8 
6 
0 
9 
0 
0 
0 
0 
0 
9 
9 
0 
0 
6 
0 
0 
0 
9 
8 
0 
0 
0 
0 
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w If the pay-roll period with respect to an employee is weekly — Continued. 

And the wages are— And the number of withholding exemptions claimed is— 

At least But less 
than 

1 2 3 4 

The amount of tax to be withheld shall be— 

10 or 
mora 

f1 35 
$140 
$145 
$150 
$160 
$170. 
$180 
$190. 

$140 
$145 
$150 
$160 
$i70 
$180 
$190 
$200 

$20. 50 
21. 30 
22. 00 
23. 20 
24. 70 
26. 10 
27. GO 

29. 10 

$18. 60 
i9. 

' 

40 
20. 10 
21. 20 
22. 70 
24. 20 
2% (0 
27. 20 

f!6. 70 
\7 '0 
18. 20 
19. 30 
20. 80 
22 30 
23. SO 
25. 30 

fnt80 I 

15. 50 
16. 30 
17. 40 
18. 90 
20. 40 
21. 90 
23. 40 

$12. 90 
13. 60 
14. 40 
15. 50 
17. CO 

18. 50 
20. 00 
21. 50 

$11. 00 
11. 70 
12. 50 
13. GO 

15. 10 
16!. 60 
18. 10 
19. 60 

$9. 10 
9. 80 

10. 50 
11. 70 
13. 20 
14. 70 
16. ]0 
17. GO 

$7. 10 
7. 90 
8. 60 
9. 70 

11. 20 
1'L 70 
14. 20 
15. 70 

$5. 20 
6. 00 
6. 70 
7. 80 
9. 30 

10. SO 
12. 30 
13, 80 

$3. 30 
4. 10 
4. 80 
5. 90 
7. 40 
8 90 

10. 40 
11. 90 

$1. 40 
2. 10 
2. 90 
4. 00 
5. 50 
7. 00 
8. 60 

10( 00 

15 per cent of the excess over $200 plus— 

$200 aud over. 29. 90 28. 00 26. 00 24. 10 22 20 20. 30 18. 40 16. 50 14. 60 12. 60 10. 70 

"If the pay-roll period with respect to an employee is hiweekly— 

And the wages are— And thc number of witbho!ding exemptions claimed(a— 

At least But less 
than 

0 1 2 3 4 

The amount of tax to be withhelo shall be— 

10 or 
more 

$0 
$26 
$28 
$30 
$32 
$34 
$36 
$3S. 
$40 
$42 
344 
$46 
$48 
$50 
$52 
$!'4 
$56 
$58 
$60 
$62 
$64 
$66 
$68 
$70 
$72 
$74 
$76. 
$78 
$80 
$82 
$84 
$86 
$88 
$90 
$92 
$94 
$96 
$98 

'$100. 
$192 
$104 
$191 
$108 
$110 
$112 
$114 

$26 
$28 
$30 
$32 
8:!4 
$36 
$38 
$40 
$42 
$44 
f46 
$48 
$50 
$52 
$54 
$56 
$5S. 
$60 
$62 
. $64 
f66 
$6S 
$70 
f72 
$74 
$76 
$78 
$80 
f82 
$84 
$85 
$88 
foO 
$9Z 
$94 
f96 
$98 
$100 
$102 
$104 
$106 
$108 
$11G 
$112 
$114 
$116 

15% cf 
Wl(s88 
$4. 00 
4. 30 
4. 60 
4. 90 
5. 20 
ft 50 
5. 80 
6. 10 
6. 40 
6. 70 
7. 00 
7:301 
7. 60 
7. 90 
8. 20 
S. 50 
8. 80 
9. 10 
n. 40 
o 70 ( 

10. 00 
10. 30 
10. 60 
10. 90 
ll. 20 
11. 50 
11. 80 
12. 10 
12. 40 
12. 70 
13. 00 
13. 80 
18. 60 
13. 90 
14. 20 
14. 50 
14. 80 
15. iO 
15. 40 
15. 70 
]6. 00 
16. 30 
16. 60 
16. 90 
17. 20 

$0 
. 20 
. 50 
, 80 

1. 10 
1. 40 '. 70 
2. 00 
2. 30 
2 60 
2. 90 
3. 20 
a 50 
a 80 
4. 10 
4. 40 
4. 70 
5. 00 
5. 30 
5. 60 
5. 90 
6. 20 
6. 50 
6. SO 

i 7. 10 
7. 40 
7. 70 
8. 00 
8. 30 
8. 60 
8. 90 
9. 20 
9. 50 
9. 80 

10. 10 
10. 40 
10. 70 
11. 00 
11. 30 
11. 60 
11. 90 
12. 20 

( 12. 50 

$0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 
0 
. 30 

. 90 
l. 20 
1. 60 
1. 80 
2. 00 
2. 30 
2. 60 
2. 90 
3. 20 
3. 50 
3. 80 
4. 10 
4. 40 
4. 70 
5. 00 
5. 30 
5. 60 
5. 90 
6. 20 
6. 50 
6. 80 
7. 10 
7. 40 
7. 70 
8. 00 
8. 30 
8. 60 
8. 90 
9. 20 
9. 50 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
G 

0 
0 
0 
0 
0 
0 
. 30 
. 60 
. 90 

1. 20 
1. 50 
1. 80 
2. 10 
2. 40 
2. 70 
3. 00 
3. 30 
3. 60 
3. 90 
4. 20 
4. '50 
4. 80 
5. 10 
5. 40 
5. 70 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 10 
. 40 
. 70 

1. 00 
1. 30 
1. 60 
1. 90 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 0' 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
, 0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
3 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0. 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 



280 

"If the pay-roll perioti with respect to an employee is biweekly — Continneli. 

And the wages are— And the number of withholding exemptions claimed is— 

At least Bul, less 
than 

1 2 3 4 5 6 7 8 9 loor 
nlore 

The amount of tax to be withheld shall be— 

$116 
$1]8. 
$120 
$124 
$128 
$132 
'1136 
$140 . 
$144 
$148 
$152 
$156 
$160 . 
$164 . 
$168 
9172 
r01, 6 
$180 
$184 
$188 
$192 . 
$196 
$200 
$210 
$220 
$230 
$240 
$250 
$260 
$270 
$280 
$4, 90 
$300 
$320 
$340 
$350 
$380 

$118 
$120 
$124 
$128 
$132 
$136 
$140 
$144 
$148 
$152. 
$156 
$160 
$164 
$168 
$1. 72. 
$176. 
$180 
$184. 
$188 
$192. 
$196 
$200 
$210 
$220 
$230 
$240. 
$2580 
$260 
$270 
$280 
$290 
$300. 

BQ 

$340 
$360 
$'MO 

$400 

$17. 50 
17. 80 
18. 20 
18. 80 
19. 40 
20. 00 
20. 60 
21. 20 
21. 80 
22. 40 
23. 00 
23. 60 
24. 20 
24. 80 
25. 40 
26. 00 
26. 60 
27. 20 
27. 80 
28. 40 
29. 00 
29. 60 
30. 60 
32. 10 
33. 60 
35. 10 
36. 60 
38. 10 
39. 60 
41. 10 
4Z 60 
44. 10 
46. 30 
49. 30 
52. 30 
55. 30 
58. 30 

$13 60 
13. 90 
14. 40 
15. 00 
15. 60 
16. 20 
16. 80 
17. 40 
18. 00 
18. GO 

19. 20 
19. 80 
20. 40 
21. 00 
21. 60 
22. 20 
22. S~J 

23. 40 
24. 00 
24. 60 

I 

25. 20 
25. 80 
26. 80 
28. 30 
29. 80 
31. 30 
32. 80 
34. 30 
85. 80 
37. 30 
38. 70 
40. 20 
4". 50 
45. 50 
48 "0 

I 5140 
54. 40 I 

$9. 80 
10. 10 
10. 60 
11. 20 
11. 80 
12. 40 
13. 00 
13. 60 
14. 20 
14. 70 
15. 30 
15. 90 
16. 50 
17. 10 
17. 70 
18. 30 
18. 90 
19. 50 
20. 10 
20. 70 
21. 30 
21. 90 
23. 00 
24. 50 
26. 00 
27. 40 
28. 90 
30. 40 
31. 90 
33. 40 
34. 90 
36. 40 
38. 70 
41. 60 
44. 60 
47. 60 
50. 60 

$6. 00 
6. 30 
6. 70 
7. 30 
7. 90 
8. 50 
9. 10 
9. 70 

10. 30 
10. 90 
11. 50 
12. 10 
12. 70 
13. 30 
13. 90 
14. 50 
la 10 
15 70 
16. 30 
16. '9O 
17. 50 
18. 10 
19. 10 
20. 60 
22. 10 
23. GO 

25. 10 
26. 60 
28. 10 
29. 60 
31. 10 
32. GO 

34. 80 
37. 80 

I 40. 80 
4a 80 
46. 80 

$2. 20 
2. 50 
2. 9G 
3. 50 
4. 10 
4. 70 
6. 30 
5. 90 
6. 50 
7. 10 
7. 70 
8. 30 
8. 90 
9. 50 

10. 10 
Io. 70 
11. 30 
11. 90 
12 50 
18. 10 
13. 70 
14. 30 
15. 30 
16. 80 
18. 30 
19. 80 
21. 30 
22. So 
24. 30 
25. 80 
27. 30 
28. 70 
31. GO 

34. 00 
37. Go 
40. 00 
42 90 

$0 
0 
0 
0 
. 30 
. 90 

1. 50 
2. 10 
2. 70 
3. 30 
3. 90 
4. 50 
5. 00 
5. 60 
6. 20 
6. So 
7. 40 
8. 00 
8. 60 
9. 20 
9. SO 

10. 40 
11. 50 
13. 00 
14. 50 
16. 00 
17. 40 
18. 90 
20. 40 
21. 90 
23. 40 
24. 90 
27. 20 
30. 10 
33. 10 
86. 10 
39. 10 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

. 60 
1. 20 
1. 80 
2. 40 
3. 00 
3. 60 
4. 20 
4. 80 
5. 40 
6. 00 
6. 60 
7. 60 
9. 10 

10. 60 
12. 10 
13. 60 
15. 10 
M 60 
18. 10 
19. 60 
21. 10 
23. 30 
'26. 30 
29. 30 
32. 30 
35. 30 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 40 

1. 00 
l. 60 
2. 20 

3. 80 
a 30 
6. 80 
8. 30 
9. 80 

11. 30 
12. 80 
14. 30 
15. 80 
17. 30 
19. 50 
22. 50 
25. 50 
28. 50 
31. 50 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
1. 50 
3. 00 
4. 50 
6. 00 
7. 50 
8. 90 

10. 40 
11. 90 
13. 40 
15. 70 
1, 8. 70 

4 21. 60 

I 

24. 60 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 60 

2. 10 
3. 60 

9. Go 
11. 80 
14. 80 
17. 80 
20. 80 
23. So 

0 
0 
0 
9 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
1. 35 
2. 30 
4. 30 
5. BG 

8. IN 

11. 30 
14. IN 

17. IN 

20. IN 

15 per cent of the excess over $400 plus— 

$400 and ovef 0880 
[ 

'0. 9tl 

[ 

5 . ltl 8. 80 I 44. 40 40. 60 36. 80 32. 90 29. 10 25 30 2L 50 

" If the pay-roll periotl with respect to an employee is semirnonthly— 

And the wages are— And the number of withholding exemptions claimed is— 

At least But less 
than 

O 1 2 
~ 

3 4 0 f8 
The amount of tax to be withheld shall be— 

$ 
$ 
$ 

$ 

28 
30 
32 

40. 
42 

52 
54 
Gfi 

58-------- 

$28 
$30. 

$34 
$36 
$38 
$40 
$42 
$44 
$46 
$48 
$50 
$52 
$54 
$56 
$58. 
Boo 

15% 48f 

$4. 30 
4. 60 
4. 90 
5. 20 
5. 50 
5. 80 
6. 10 
6. 40 
6. 70 
7. 00 
7. 30 
7. 60 
7. 90 
8. 20 
8. 50 
S. 80 

$0 
. 20 
. 50 
. 80 

1. 10 
I. 40 
l. 70 
2. 00 
2. 30 
2. 60 
2. 90 
3. 20 
3. 50 
3. 80 
4. 10 
4: 40 
4. 70 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

, 20 
. 50 

$0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
Q 

0 
0 
0 
0 
0. 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0, 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
. 0 
0 

0 
0 
0 
0 
0 

0 
0 
0 
0 

$0 
0 
0 
0 
O 

0 
0 
0 
0 
0 
0. ' 
0 

0 
0 
0 
0 



231 

"If the pay-roll period with respect to an employee is semimonthly — Continned. 

And the number of withholding exemptions claimed is— 
And the wages sre— 

0 1 2 3 4 6 r~r lo or 
znore 

A. t least Hut less 
than The amount of tsx to be withheld shall be— 

$60 
$62 . 
$64 
$66 
$68. 
$70 . . 
$72. . 
$74 . 
$76 
$78 
$80. 
$82. . 
$84 
$86-------- 
$88. 
$90 
$92. 
$94 
$96 
$98 
$100 . 
$102 
$104 . 
$106 
$108- 
$110. 
$112 
$114 
$116 
$118 
$120 
$124 
$128 
$]82 
$]N. . . 
$140 . . 
$144 
$148 
$152 
$156 
$]M 
$164. . 
$168. 
$172 
$176 
$180 
$184. . 
$188 
$192 
$196 
$200 
$210. . 
$220 
$230 
$240 
$250 
$260 
$270 
$280 
$290 
$300. . 
$320 
$340 
$360 
$380, . 
$400. 
$420 
$440 
$460. . . . 
$480 

$62 . 
$64 
$66 
$6S 
$70 
$72 
$74 
$76 
$78. 
$80. 
$82 
$84 
$S6 
$88 
$90. 
$92 
$94 
$96 
$98. 
$100 
$102 . 
$104 
$106 
$108 
$110 
$112 
$114 
$116 
$118 
$120 
$]24 
$128 
$132 
$136 
$140 
$144 
$148 
$152 
$] 56 
$160 
$164 
$168. 
$172 

$180 
$184 
$188. 
$192 
$196 
$200 
$210 
$220 
$230 
$240 
$250 
$260 
f270 
$280 
$290 
$300 
$320 
$340 
$360 
$380 
$400 
$420 
$440 

$480 
$500 

$9. 10 
9. 40 
9. 70 

10. 00 
10. 30 
10. 60 
10. 90 
11. 20 
11. 50 
11. Bo 
12. 10 
12. 40 
12. 70 
13. 00 
13. 30 
13. 60 
13. 90 
14. 20 
14. 50 
14. 80 
15. 10 
15. 40 
15. 70 
16. 00 
1G. 30 
16. 60 
16. 90 
17. 20 
17. 50 
17. 80 
18. 20 
18. 80 
19. 40 
20. 00 
20. 60 
21. 20 
21. 80 
22. 40 

23. Go 
24. 20 
24. 80 
25. 40 
26. M 
26. 60 
27. 20 
27. 80 
28. 40 
29. 00 
29. 60 
30. 60 
32. ]0 
33 60 
3o. 10 

38. 10 
39. 60 
41. 10 
42. 60 
44. 10 
46. 30 
49. 30 
52. 30 
55. 30 
58. 30 
61. 30 
64. 20 
67. 20 
70. 20 
73. 20 

$5. 00 
5 30 
5. 60 
5. 90 
G. 20 
6. 50 
6. 80 
7. 10 
7. 40 
7. 7D 
8. 00 
S. 30 
S. 50 
S. 80 
9. 10 
9. 40 
9. 70 

10. 00 
10. 30 
10. 60 
10. 90 
11. 20 
11. 50 
11. 80 
12. 10 
12. 40 
12. 70 
13. 00 
13. 30 
13. Go 
14. 10 
14, 70 
15. 30 
15. 90 
16. 50 
17. 10 
17. 70 
18. 30 
18. 90 
19. 50 
20. 10 
20. 70 
21. 20 
21. 80 
22. 40 
23. 00 
23. 60 
24. 20 
24. 80 
25. 40 
26. 50 
28. 00 
29. 50 
31. 00 
32 50 
33. 90 
35. 40 
36. 90 
38. 40 
39. 90 
42. 20 
45. 20 
48. 10 
51. 10 
54. ]0 
57. 10 
60. 10 
63. 10 
66. 10 
G9. 10 

$0. 80 
1. 10 
l. 40 
l. 70 
2. 00 
2. 30 
2. 60 
2. 90 
3. 20 
3. 50 
3. 80 
4. 10 
4. 40 
4. 70 
5. 00 
5. 30 
5. 60 
5. 90 
6. 20 
6. 50 
6. 80 
7. 10 
7. 40 
7. 70 
8. 00 
8. 30 
B. 60 
8. 90 
9. 20 
9. 50' 
9. 90 

10. 50 
11. 10 
11. 70 
12. 30 
12. 90 
13. 50 
14, 10 
14. 70 
lc. 30 
15. 90 
16. 50 
17. 10 
17. 70 
18. 30 
18. 90 
19. 50 
20. 10 
20. 70 
21. 30 
22. 30 
23. 80 
25. 30 
2rx 80 
28. 30 
29. 80 
31. 30 
32. 80 
34. 30 
35. 80 
38. 00 
41. 00 
44. 00 
47. 00 
50. 00 
53. 00 
55. 90 
58. 90 
61. 90 
64. 90 

$0 
0 
0 
0 
0 
D 

0 
0 
0 
0 
0 
0 
. 20 
. M 
. 80 

1. 10 
l. 40 
1. 70 
2. 00 
2. 30 
2. 60 
2. 90 
3. 20 
3. 50 
3. 80 
4. 10 
4. 40 
4. 70 
5. 00 
5. 30 
5. 80 
G. 40 
7. 00 
7. 60 
8. 20 
8. 80 
9. 40 

10. 00 
10. 60 
11. 20 
11. 80 
12. 40 
12. 90 
13. 50 
14. 10 
14. 70 
15. 30 
15. 90 
16. 50 
17. 10 
18. 20 
]9. 70 
21. 20 
22. 70 
24. 20 
25. 60 
27. 10 
28. 60 
30. 10 
31. 60 
33. 90 
36. 90 
89. 80 
42. 80 
45. 80 
48. 80 
51. 80 
54. 80 
57. 80 
60. 80 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

. 30 

1. 20 
1. 60 
2. 20 
2. 80 
3. 40 
4. 00 
4. 60 
5. 20 
S 80 
6. 40 
7. 00 
7. 60 
S. 20 
8. 80 
9. 40 

10. 00 
10. 60 
11. 20 
11. 80 

. 40 
13. 00 
14. 00 
15. 50 
17. 00 
18. 50 
20. 00 
21. 50 
23. 00 
24. 50 
26. 00 
27. 50 
29. 70 
32. 70 
35. 70 
38. 70 
41. 70 
44. 70 
47. 60 
50. 60 
53. 60 
56. 60 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

, 50 
l. 10 
l. 70 
2. 30 
2. 00 
3. 50 
4. 10 
4. 60 
5. 20 
5. 80 
6. 40 
7. 00 
7. 60 
B. 20 
8. Bo 
9. 90 

11. 40 
12. 90 
14. 40 
15. 90 
17. 30 
18. 80 
20. 30 
21. 80 
23. 30 
25. M 
28. 60 
31. 50 
34. 50 
37. 50 
40, 50 
43. 50 
46. 50 
49. 60 
52. 50 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 50 

1. 10 
l. 70 
2. 30 
2. 90 
3. 50 
4. 10 
4. 70 
5. 70 
7. 20 
8. 70 

10. 20 
11. 70 
13. 20 
14. 70 
16. 20 
17. 70 
19. 20 
2L 40 
24. 40 
27. 40 
%. 40 
33. 40 
36. 40 
39. 30 
42. 30 
45. 30 
48. 30 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 ~ 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

. 50 
1. 60 
3. 10 
4. 60 
G. 10 
7. 60 
9. 00 

10. 50 
12. 00 
13. 50 
]5. 00 
17. 30 
20. 30 
23. 20 
26. 20 
29. 20 
32. 20 
35. 20 
38. 20 
41. 20 
44. 20 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
G 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

. 40 
1. 90 
3. 40 
4. 90 
6. 40 
7. 90 
9. 40 

10. 90 
13. 10 
]fi. 10 
19. 10 
22. 10 
25. 10 
28. 10 
31. 00 
34. 00 
37. 00 
40. 00 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

. 70 
2. 20 
8. 70 
5. 20 
6. 70 
9. 00 

]2. 00 
14. 90 
17. 90 
20. 90 
23. 90 
26. 90 
29. 90 
32, 90 
35. 90 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
G 

0 
0 
0 
0 
0 
1. 10 
2. 60 
4. 80 
7. 80 

10. 80 
13. 80 
]a 80 
19. 80 
22. 70 
25. 70 
28. 70 
31. 70 

$500 and over. 

15 per cent of the excess over $500 plus— 

74, o 
( 

0. 60 
) 

G6. 40 
I 

62. 30 
( 

58. 10 ', 54. 00 
j 

49. Bo 
j 

45. 0 
] 

41. 50 
( 

37. 40 
( 

33. 20 



"If the pay-roll period with respect to sn employee is monthly— 

And the wages are— And the number of withholding exemptions claimed is —. 

A. t least Bui, less 
than 

I 2 3 4 6 

The amount of tax to be withheld shall be— 

10 or 
more 

$0 
$5 
$6 
$6 
$6 
$7 

$8 
$8 
$ 
$9 
$9 
$1 
$1 
SI 
$1 

$1 
$1 
$1 
$1 
$1 

$1 
$1 
$1 
$I 

$1 
$1 
$1 

$1 
$1 
$1 
$1 
$1 
$ 
$2 
$2 

$2 
$2 
$2 
$2 
$2 
$2 
$ 
$2 
$2 
$2 
$2 
$2 
$2 
$2 
$3 
$3 

$3 

$3 
$3 
$3 
$3 
$3 

$3 
$4 
$ 

$4 

6. 
0 
4 

2 6. 
0 

2 
6 
00 

08 
12 
16 
20 
24 
28 
32 
36 
40 
44 
48 
52 
56 
60 

GS 

72 
76 
80 

92 
96 

200 
04 

12 
16 . 
20 

32 
36 

2. 10 
48 
crr 
64 
72 
80 
88. . 
96 
04 
12 
20 

36. 
44 
52 

76 
84 
92 
00 

420 
40 
60 
80 

$500 
$520 
$540 

$56 
$60 
$64 
$68 
$72 
$76 
$80 
$84 
$88 
$92 
$96 
$100 
$104 
$108 
$112 
$116 
$120 
$124 
$128 
$132 
$136 
$1aa 
$144 
$148 
$152 
$156 
$160 
$164 
$168 
$172 
$176 
$180 
$184 
$188 
$192 
$196 
$200 
$204 
$208 
$212 
$216 
$220 
$224 
$228 
$232 
$236 
$240 
$248 
$256 
$264 
$272 
$280 
$288 
$296 
/%4 
$312 
$320 
$328 
$336 
$344 
$352 
$360 

68 
$376 
$384 
$392 
$400 
$420 
$440 
$460 
$480 
$500 
$520 
$540 
$560 

ts% of 
WAsAI 
$8. 70 
9. 30 
9. 90 

10. 50 
11. 10 
11. 70 
12. 30 
12. 80 
13. 40 
14. 00 
14. 60 
15. 20 
16. 80 
16. 40 
17. 00 
17. 60 
18. 20 
18. 80 
19. 40 
20. 00 
20. 60 
21. 20 
21. 80 
22. 40 
23. 00 
23. 60 
24. 20 
24. 80 
20. 40 
26 00 
26. 60 
27. 20 
27. 80 
28. 40 
29. 00 
29. 60 
30. 20 

3l. 40 
32. 00 
32. 60 
33. 20 
33. 80 
34. 40 
35. 00 
35. 60 
36. 50 
37. Ga 
38. 80 
40. 00 
41. 20 
42. 40 
43. 60 
44. 80 
46. 00 
47. 20 
48. 40 
49. 60 
50. 80 
52. 00 
53. 20 
54. 40 
55. 60 
56. 80 
58. 00 
59. 20 
6I. 30 
64. 20 
67. 20 
70. 20 
73: 20 
76. 20 
79. 20 
82. 20 

$0 
. 40 

1. 00 
1. 60 
2. 20 
2. 80 
8. 40 
4. 00 
4. 50 
5. 10 
5. 70 
6. 30 
6. 90 
7. 50 
8. 10 
8. 70 
9. 30 
9. 90 

10. 50 
11. 10 
11. 70 
12. 30 
12. 90 
13. 50 
14. 10 
14. 70 
15. 30 
15. 90 
16. 50 
17. 10 
17. 70 
18. 30 
18. 90 
19. 60 
20. 10 
20, 70 
21. 30 
21. 90 
22. 50 
23. 10 
23. 70 
24. 30 
24. 90 
25. 50 
26. 10 
26. 70 
27. 30 
28. 20 
29. 30 
30. 50 
31. 70 
32. 90 
34. 10 
35. 30 
36. 50 
37. 70 
38. 90 
40. 10 
41. 30 
42. 50 
43. 70 
44. 90 
46. 10 
47. 30 
48. 50 
49. 70 
50. 90 
53. 00 
55. 90 
58. 90 
61. 90 
64. 90 

I 67. 90 
i 70. 90 

73. 90 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 40 

1. 00 
1. 60 
2. 20 
2. 80 
3. 40 
4. 00 

' 

4. 60: 
5. 20 
5. 80 
6. 40 
7. 00 
7. 60 
8. 20 
8. 80 
9. 40 

10. 00 
10. 60 
11. 20 
11. 80 
12. 40 
13. 00 
13. 60 
14. 20 
14. 80 
15. aa 
16. 00 
16. 60 
17. 20 
17. 80 
18. 40 
19. 00 
19. 90 
21. 00 
22. 20 
23. 40 
2e 60 
25. 80 
27. 00 
28. 20 
29. 40 
30. 60 
31. 80 
33. 00 
34. 20 
35. 40 
36. 60 
37. 80 
39. 00 
40. 20 
41. 40 
42. 60 
44. 70 
47. 60 
60. 60 
53. 60 
56. 60 
59. 60 
62. 60 
65. 60 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 50 

l. 10 
1. 70 
2. 30 
2. 90 
3. 50 
4. 10 
4. 70 
5. 30 
5. 90 
6. 50 
7. 10 
7. 70 
8. 30 
8. 90 
9. 50 

10. 10 
10. 70 
11. 60 
I27(0 
13. Qb 
15. 10 
16. 80 
17. 50 
18. 70 
19. 90 
21. 10 
22. 30 
23. 50 
24. 70 
25. 90 
27. 10 
28. 30 
29. 50 
30. 70 
31. 90 
33. 10 
34. 30 
36. 40 
39. 30 
42. 30 
46. 30 
48. 30 
51. 30 
54. 30 
57. 30 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 60 

1. 20 
1. 80 
2. 40 
3. 30 
4. 40 
6. 60 
6. 80 
8. 00 
9. 20 

10. 40 
11. 60 
12. 80 
14. 00 
15. 20 
16. +0 
I'l. 60 
18. 80 

'20. 00 
21. 20 
22. 40 
23. 60 
24. 80 
26. 00 
28. 10 
31. 00 
34. 'aa 
37. 00 
40. 00 
43. 00 
46. 00 
49. 00 

0 
0 
0. 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 ' 0 
0 
0 
0. 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0. 
0 
0 
0 
0 
0 
0 
0 
0 
. 90 

2. 10 
3. 30 
4. 50 
6. 70 
6. 90 
8. 10 
Q. 30 

10. 50 
11. 70 
12. 90 
14. 10 
15. 30 
16. 50 
17. 70 
19. 80 
22. 70 
25, 70 
28. 70 
31. 70 
34. 70 
37. 70 
40. 70 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
I 00 
2. 20 
8. 40 

5. 80 
7. 00 
8. 20 
9. 40 

ll, 50 
I4. 40 
17. 40 
20. 40 
23. 40 
26. 40 
29. 40 
32. 40 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
I. 10 
3. 20 
6. 10 
9. 10 

12. 10 
IA 10 
18. 10 
21. 10 
24. IO 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
'. 80 

3. 80 
6. 80 
Q. 80 

12. 80 
15. 80 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
l. 50 
4. 50 

0 
a 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
a 
0 
0 
0 
0 
0 
0 
a 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 



"If the pay4«ll period with respect to an employee is monthly — Continued. 

And the wages are— And the number of withholding exemptions claimed is— 

At least But less 
'tiaan 

The amount of tax to be withheld shall be— 

more 

8 

8 
$ 
$ 
$ 

560 
$580 
$600 

640 
680 
720 
760 

$800 
$840 
BIO 
920 
960 

$580 
$600 
$640 
$680 
$720 
$760 
$800 
$840 
$880 
$920 
$960 
$1, 000 

$85. 20 
88. 10 
92. 60 
98. 60 

104. 60 
110. 60 
116. 50 
122. 50 
128. 50 
134. 50 
140. 40 
146. 40 

$76. 90 
79. 80 
84. 30 
90. 30 
96. 30 

102. 30 
108. 20 
114. 20 
120. 20 
126. 20 
132. 10 
138. 10 

$68. 60 
71. 50 
76. 00 
82. 00 
88. 00 
94. 00 
99. 90 

105. 90 
111. 90 
117. 90 
123. 80 
129. 80 

$60. 30 
N. 20 
67. 70 
73. 70 
79. 70 
85. 70 
91. 60 
97. 60 

108. 60 
109. 60 
115. 50 
121. 50 

$5'2. 00 
54. 90 
59'. 40 
65. 40 
71. 40 
77. 40 
83. 30 
89. 30 
95. 30 

101. 30 
107. 20 
113. 20 

$43. 70 
46. 60 
51. 10 
57. 10 
63. 10 
69. 10 
75. 00 
81. 00 
87. 00 
93. 00 
98. 90 

104. 90 

$35. 40 
38. 30 
42. 80 
48. 80 
54. 80 
60. 80 
66. 70 
72. 70 
78. 70 
84. 70 
90. 60 

$27. 10 
30. 00 
34. 50 
40, 50 
46. 50 
62. 50 
58. 40 
64. 40 
70. 40 
76. 40 
82. 30 
88. 30 

$1a 80 
21. 70 
26. 20 
32, 20 
88. 20 
44. 20 
50. 10 
56. 10 
62. 10 
68. 10 
74. 00 
80. 00 

$10. 50 
13. 40 
17. 90 
23. 90 
29. 90 
35. 90 
41. SO 
47. 80 
53. 80 
59. 80 
65. 70 
71. 70 

$2. 20 
5. 10 
9. 60 

15. 60 
2L 60 
27. 60 
33 50 
39. 50 
45. 50 
51. 50 
57. 40 
63. 40 

15 per cent of the excess over $1, 000 plus— 

$1, 000 and over 149. 40 141. 10 132. 80 124. 50 116. 20 107. 90 99. 60 91. 30 83. 00 74. 70 66. 40 

'" lf the pay-roH period with respect to an employee is a daily pay-re period or a 
miscellaneous pay-roll period— 

And the wages di-' 
vided by the num- 
ber of days in such 
periods are— 

And the number of withholding exemptions claimed is— 

0 1 2 3 4 5 6 7 8 9 10 or 
more 

At least But less 
than 

Thc amount of tax to be withheld shall be the following amount multiplied by 
the nmnber of days m such period— 

$ 

8 

8 
8 

8 
8 
$ 
$ 

0 
$2. 00 
$2. 25 
$2. 50 
$2. 75 
$3. 00 
$3. 25 
$3. 50 
$3. 75 
$4. 00 
$4. 25 
$4. 50 
$4. 75 
$5. 00 
$5. 25 
$5. 50 
$5. 75 
6. 00 

$6. 25 
$6. 50 
$6. 75 
$7. 09 
$7. 25 = 
$7. 50 
$7. 75 
$8. 00 
8. 25 

$8. 50 
8. 75 
9. 00 
9. 25 
9. 50 
9. 75 
10. 00 
10. 50 
11. 00 
11. 50 
12. 00 
12. 50 

$2. 00 
$225 
82. 50 
$2. 75 
$3. 00 
$3. 25 
$3. 50 
83. 75 
$4. 00 
$4. 25 
$4. o0 
$4. 75 
$5. 00 
$5. 25 
$5. 50 
$5. 75 
Bii. 00 
$6. 25 
$6. 50 
$6. 75. 
$7. 00 
$7. 25 
$7. 50. 
$7. 75 
$8. 00 
$8. 25 
$8. 50 
$8. 75 
89. 00 
$9. 25 
$9. 50 
9. 75 
10. 00 
10. 50 
11. 00 
11. 50 
12. 00 
12. 50 
13. 00 

15% of 

$0. 30 
. 35 
. 40 
. 45 
. 45 
. 50 
. 55 
. 60 . 60 

. 70 
7o 

. 75 

. 80 

. 85 

. 90 

. 90 

. 95 
1. 00 
1. 05 
1. 05 
1. 10 
l. 15 
1. 20 
1. 20 
1. 25 
l. 36 
l. So 
1. 35 
1. 40 
1. 45 
1. 50 
l. 55 
l. 60 
l. 70 
1. 75 
1. 85 
1. 90 

$0 . 05 
. 10 
. 10 

20 

. 30 

. 35 

. 45 

. 55 

. 55 

. 65 

. 70 

. 70 

. 75 

. 80 

. 85 

. 85 

. 90 

. 95 
1. 00 
1. 00 
1. 05 
1. 10 
l. 15 
1. 15 
1. 20 
1. 25 
1. 35 
1. 40 
1. 50 
1. 55 
l. 65 

$0 
0 
0 
0 
0 
0 
0 
0 
. 05 
. 05 
. 10 
. 15 

. 25 

. 30 

. 35 

. 40 

. 45 

. 50 

. o0 

. 65 

. 65 

. 70 

. 75 

. SO 

. 80 

. 85 

. 90 

. 95 
1. 00 
1. 05 
1. 15 
l. 20 
l. 30 
1. 35 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 05 
. 10 
. 15 
. 15 

. 25 

. 30 

. 35 

. 40 

. 45 

. 45 

. 50 

. 55 

. 60 

. 60 

. 65 

. 70 

. 80 

. 85 

. 95 
1. 00 
l. 10 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0' 
0 
. 05 . 10 
. 10 
. 15 
. 20 

. 25 

. 30 

. 35 

. 40 

. 45 

. 60 

. 60 

. 65 

. 75 

. 80 

80 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

6 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 05 
. 05 
. 10 
. 15 
. 25 
. 30 
. 40 
. 45 
. 55 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
. 05 . 10 
. 20 
. 25 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

. 0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

796690' — 411 16 
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"If the pay-roll period with respect to an employee is a daily pay-roll period or 8 
miscellaneous pay-roll period — Continued. . 

And the wages di. 
vided by thenum- 
ber of days insuch 
periods are— 

And the number of withholding exemptions claimed is— 

0 1 2 3 4 5 6 7 8 9 10 of 
more 

At least But less 
than 

The amount of tax to be withheld shall be the following amount multiplied hy 
the number of days in such period— 

$13. 00 
$13. 50 
$14. 00 
$14. 50 
$15. 00 
$15. 50. 
$16. 00 
$16. 50 
$17, 00 
$17. 50 
$18. 00 
118. 50. 
519. 00. 
$19. 50 
$20. 00 
$21. 00 
$22. 00 
$23. 00 
$24. 00 
$25. 00 
$26. 00 
$27. 00 
$28. 00 
$29. 00 

$13. 50. 
$14. 00 
$14. 50. 
$15. 00 
$15. 50 
$16. 00 
$16. 50 
$17. 00 
$17. 50 
$18. 00 
$18. 50 
$19. 00 
$19. 50 
$20. 00 
$21. 00 
$22. 00 
$23. 00 
$24. 00 
$25. 00 
$26. 00 
$2 BOO 

$28. 00. 
$29. 00 
$30. 00 

$2. 00 
2. 05 
2. 15 
2. 20 
2. 30 
2. 35 
2. 45 
2. 50 
2. 60 
2. 65 
2. 75 
2. 80 
2. 90 
2. 95 
3. 05 
3. 20 
3. 35 
3. 50 
3. 65 
3. 80 
3. 95 
4. 10 
4. 25 
4. 40 

$1. 70 
1. 80 
1. 85 
1. 95 
2. 00 
2. 10 
2. 15 
2. 25 
2. 30 
2. 40 
2. 45. 
2. 56 
2. 60 
2. 70 
Z. 80 
2. 95 
3. 10 
3. 25 
3. 40 
3. 55 
3. 70 
3. 85 
4. 00 
4. 15 

$1. 45 
1. 50 
1. 60 
1. 65 
1. 75 
1. 80 
1. 90 
1. 95 
2. 05 
2. 10 
2. 20 
2. 2o 
2. 35 
2. 40 
2. 50 
2. 65 
2. 80 
2. 95 
3. 10 
3. 25 
3. 40 
3. 55 
3. 70 
3. 85 

$1. 15 
1. 25 
1. 30 
1. 40 
1. 45 
1. 55 
1. 60 
1. 70 
1. 75 
1. 85 
1. 90 
Z. 00 
2. 05 
2. 15 
2. 25 
2. 40 
2. 55 
2. 70 
2. 85 
3. 00 
3. 15 
3. 30 
3. 4o 
3. 60 

$0. 90 
, 95 

1. 05 
1. 10 
1. 20 
1. 25 
1. 35 
1. 40 
1. 50 
1. 65 
1. 65 
1. 70 
1. 80 
1. 85 
1. 95 
2. 10 
2. 25 
2. 40 
2. 55 
2. 70 
2. 85 
3. 00 
3. 15 
3. 30 

$0. 60 
. 70 
. 75 
. 85 
. 90 

1. 00 
1. 05 
1. 15 
1. 20 
1. 30 
1. 35 
1. 46 
1. 50 
1. 60 
1. 70 
1. 85 
2. 00 
2. 16 
2. 30 
2. 45 
2. 60 
2. 75 
2. 90 
3. 05 

$0. 35 
. 40 
. 50 
. 55 

. 70 

. 80 

. 85 

. 95 
1. 00 
1. 10 
1. 15 
1. 25 
1. 30 
1. 45 
1. 55 
1. 70 
1. 85 
2. 00 
2. 15 
2. 30 
2. 45 
2. 60 
2. 75 

$0. 05 
. 15 
. 20 
. 30 
. 35 
. 45 
. 50 

. 65 

. 75 

. 80 

. 95 
1. 05 
1. 15 
1. 30 
1. 45 
1. 60 
1. 75 
1. 90 
2. 05 
2. 20 
2. 35 
2. 50 

$0 
0 
0 
0 
. 10 
. 15 
. 25 
. 30 
. 40 
. 45 
. 55 
. 60 . 70 
. 75 

no 
1. 05 
1. ZO 

1. 35 
1. 50 
1. 65 
1. 80 
1. 95 
2. 05 
2. 20 

0 
0 
0 
0 
0 
0 . 05 
. 10 
. 20 
. 25 . 35 
. 40 
. 50 
. 60 
. 75 
. 90 

1. 65 
1. 20 
1. 35 
1. 50 
1. 65 
1. 80 
L95 

$0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
. 05 
. 15 

. 35 

. 50 

:80 
. 95 

1. 10 
1. 25 
1. 40 
1. 55 
1. 70 

15 per cent of the excess over $30 plus— 

$30. 00 and over . 4. 60 4. 20 3. 95 3. 65 3. 40 3. 10 2. 85 2. 55 2. 30 2. 05 1. 75" 

SEC. FQ8. EFFECTIVE DATE. 
The amendments made by this title shall be applicable only with respect to 

wages paid on or after May 1, 1948. 

TITLE VI — FISCAL YEAR TAXPAYERS. 

SEC. 6QL FISCAL YEAR TAXPAYERS 
Section 198 of the Internal Revenue Cede is hereby amended by striking out "(d)" at the beginning of subsection (d) and inserting in lieu thereof "(e)", and 

by inserting after subs~ection (c) the following: 
"(d) TAEABLE YEARs OF INDIvmUALS HEGINlvING IN 1947 AND ENDING IN 1948. — 

In the case of a taxable year oi: an indivicluai beginning in 1947 and ending in 
1948, the tax imposed by sections il, 12, and 4QQ shall be an amount efiual to 
tbc sum of— 

"(1) t, hat port. ion of a tax, computed as if the law applicable to taxable 
years beginning on January 1, 1947, were applicable to such taxable year, 
which the number of days in such taxable year prior to January 1, 1948, 
bears to the total number of days in such taxable year, plus "(2) that portion of a tax, computed as if the law applicable to taxable 
years beginning on January 1, 1918, were applicable to such taxable year, 
xvhich the number of days in such ta. xable year after December 81, 1947, 
bears to the total number of days in such taxable year. " 

JosEPH W. itIARTIN, JI'. , 
Spealoer of the House of Representattres. 

A. H. VANDKNBKRC, 
President of the Senate pro tempore. 



IN THE Houssi' OF PMFRESENTATIVES) U. S. ) 
April 9, Z9q8. 

The House of Representatives having proceeded to reconsider tbe bill (H. R. 
4790) entitled "An Act to reduce individual income tax payments, and for other 
purposes, ' returned by the president of the United States with his objections, 
to the House of Representatives, in which it originated, it was 

Resolved, That the said bill pass, two-thirds of the House of Representative~ 
agreeing to pass the same. 

Attest: 
JOHN ANDREws, 

Clerk. 
I certii'y that this Act originated in tbe House of Representatives. 

JOHN ANDREWS, 
Clerk. 

IN THE SENATE oF THE UNITED STATES, 
ApH'l 9 (legislative day, March 89), I9q8. 

The Senate having proceeded to reconsider the bill (H. R. 4790) "An Act to 
reduce individual income tax payments, and for other purposes", returned by 
the president of the United States with his objections, to the House of Rep- 
resentatives, in which it originated, and passed by the House of Representatives 
on reconsideration of the same, it was 

Resolved. , That the said bill pass, two-thirds of the S nators present having 
voted in the affirmative. 

Attest: 
CARL A' LOEFFLER) 

Heoretarp. 

1948-10-12808 

H. R. 2298. PUBLIC LAW 478, EIGHTIETH CONGRESS 
[CHAPTER 180, SECOND SESSIONJ. 

A. n Act To amend the Interstate Commerce Act, as amended, and 
for other purposes. 

Be it enacted by the Senate and B'once of Aeon'esentativea of. the 
united States of Americain Congress assembled, 

SEG. 2. Part I of the Interstate Commerce Act, as amended, is 
amended by adding after section 20a the following new section: 

SEO. 20b. '(1) 

(12) The provisions of sections 1801, 1802, 8481, and 8482 of the Internal 
Revenue Code and any amendments thereto, unless specifically providing to the 
contrary, shall not apply to the issuance, transfer, or exchange of securities or 
the making or delivery of conveyances to make effective anv alteration or modi- 
fication effected pursuant to this section. 

A. pproved April 9, 1948. 

1948 — 10 — 12809 

H. R. 5082. PUBLIC LA%V 492, EIGHTILTH CONGRESS 
[CHAPTER 222, SECOND SESSION]. 

An Act To exclude certain vendors of nev spapers or magazines 
from certain provisions of the Social Security Act and Internal Rev- 
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909(b) (15) of the Social Security Act, as amended (U. S. C. , 1940 
edition, Supp. V, title 42, sec. 409(b) (15) ), and section 14o6(bs (15) 
of the Internal Revenue Code& as amended, are hereby amendeg tp 
read as follows: 

(15) (A) Service performed by an individual under the age of eighteen 
in the delivery or distribution of newspapers or shopping news, not includ 
ing delivery or distribution to any point for subsequent delivery or distribu. 
tion; 

(B) Service peri'ormed by an individual in, and at the time of, the sale 
of neivspapers or ms. gazines to ultimate consumers, under an s. rrangement 
under which the newsps. pers or magazines are to be sold by him at a fixed 
price his compensation being based on the retention of the excess of such 
price over the amount at which the newspapers or magazines are charged io 
him, whether or not he is guaranteed a minimum amount' of compensation 
for such service, or is entitled to be credited with the unsold newspapers or 
magazines turned bs. ck; or. 

(b) The amendment mad. e by subsection (a) to section 209(b) (15) 
of the Social Security Act shall be applicable with respect to services 
performed after the date of the enactment of this Act, and the amend- 
ment, made to section 1426 (b) (15) of the Internal Revenue Code shall 
be applicable with respect to services perforined after December 81, 
1939. 

SEG. o. (a) Section 160( (c) (15) of the Internal Revenue Code, as 
amended, is hereby amended to read as follows: 

(15) (A) Service performed by an indiv dual under the age of eighteen in 
the deliverv or distribution of newspapers or shoppin" neivs, not including 
delivery or distribution to any point tor subsequent delivery or distribution; 

(B) Service performed by an individual in, and at the time of, the sale 
of newspapers or magazines to ultimate consumers, under an arrangement 
under which the newspapers or ma azines are to be sold by him at a axed 
price, his compensation being based on the retention of the excess of such 
price over the amount at, which the nev spapers or magazines are charged 
to him, whether or not he is guaranteed a miuimum amount oi compensa- 
tion for such service, or is entitled to be credited with the unsold newspapers 
or mage zin'es turned back;. 

(b) The anaendment made by subsection (a) shall be applicable 
with respect to services performed after December 81, 1939, and, as 
to services performed before July 1, 1946, shall be applied as if such 
amendment had been a part of section 1607(c) (15) of the internal 
Revenue Code as added to such code by section 614 of the Social 
Security Act Aniendments of 1989. 

SKO. 8. If any amount, paid prior to the date of the enactment of 
this Act constitutes an overpayment of tax solely by reason of an 
amendment made by this Act, no refund or credit shall be made or 
allowed with respect to tile amount of such overpayment. 

JOSKPII AV. MARTIiV) Jr. ) 
8peaker of the IIoase of Eepresentatirea. 

A. EI VANDKNBKRG~ 
Pre8ident of the 8enate pro tempore. 

IN TIIK HOUSE OF REPRESENT r TATIVES& U S 
ApH, l 1$) 19+. 

The House of Representatives having proceeded to reconsider the 
bill (H. R. 5052) entitled "An Act to exclude certain vendors of news- 
papers or magazines from certain provisions of the Social Security 
A. ct and Internal Revenue Code ", returned by the President of the 



United States with his objections, to the. House of Representatives, 
in which it originated, it was 

Resolved) That the said bill pass, two-thirds of the House of Repr'e 
sentatives agreeing to pass the same. 

Attest: 
JOIIN A. NDREws) 

Clerk. 

I certify that this Act originated in the I4ouse of Representatives. 
JOIIN ANDREWS) 

Cleric. 

IN THE SENATE OF THE UNITED STATES) 

April 80 (legislative day, March 8r)), 19/8. 
The Senate having proceeded to reconsider the bill (II. R. 5059) "An 

A. ct to exclude certain vendors of newspapers or magazines from cer- 
tain provisions of the Social Security Act and Internal Prevenue 
Code ", returned by the President of the United States with his objec- 
tions, to the House of' Representatives, in which it originated, and 
passed by the House of Representatives on reconsideration of' the same, 
it was 

Resolved) That the said bill pass, two-thirds of the Senators present 
having voted ifI the aflirmative. 

Attest: 
CARI A. LOEFFLER) 

8ecretary. 

1MH-10-19810 

H. R. 5448. PUBLIC r~W 514, EIGHTIETH CONGRESS 
[CHAPTER 257, SECOND SESSION]. 

An Act To amend sections 212(b) and 221(d) of the Internal 
Revenue Code. 

Be it enacted by the genate and House of Representatives of the 
United States of America in Congress assembled) That (a) section 
919(b) of the Internal Revenue Code (relating to income of non- 
resident alien individuals) is hereby amended to read as follows: 

(b) ExcrrrsroNs. — The following items shall not be included in gross income 
of a nonresident alien individual and shall be exempt from taxation under this 
chapter: 

(I) SIIIPs IINDEB FOBEIGN FLAG. — Earnings derived from the operation of 
a ship or ships documented under the lav's of a foreign country which grants 
an equivalent exemption to citizens of the I:nited States and to corporations 
organized in the United States; 

(2) AIBGBAFr oF FGRBIGN REGlsrax. — Earnings derived from the operation 
of aircraft registered under the laws of a foreign country rvhich grants an 
equivalent exemption to citizens of the United States and to corporations 
organized in the United States. 

(b) Section 981(d) of the Internal Revenue Code (relating to in- 
come of foreign corporations) is hereby amended to read as follows:. 

. (d) ExcLrrsroNs. — The following items shall not be included in gross income of 
a foreign corporation and shall be exempt from taxation under this chapter: 

(I) SHIPs IINDBR FOREIGN FLAG. — Earnings derived from the operation of a 
ship or ships doculnented under the laws of a foreign country which grants 



an equivalent exemption to citizens of the United States and to corporations 
or an!zed in the United States; 

(2) AIROIOIFT oF Fop&ION!IEGrsTav. — Earnings derived from the operation 
of aircra!'t registered under the laws of a foreign count!p which grants aa 
equivalent exemption to citizens of the United States and . to corporations 
organized in the United States. 

Szc. 2. The amen. dments made by this Act shall be applicable with 
respect to taxable years beginning after December 81, 1945. 

Approved May 4, 1948. 

1948-12-12824 

H. R. 6226. PUBLIC LAW 547, EIGHTIETH CONGRESS 
[CHAPTER 838, SECOND SESSION]. 

An Act Making supplemental appropriations for the national 
defense for the fiscal year ending June 80, 1948, and for other 
purposes. 

Be it enacted by the Senate and Zlouse of Eepresentatiz&es of the 
Un~ted States of A~nerica in Congress assembled, 

Src. 8. (a) All contracts in excess of $1, 000 entered into under the 
authority of this Act, obligating funds appropriated hereby, obligating 
funds consolidated by this Act with funds appropriated hereby, or 
entered into through contract authorizations herein granted, and all 
subcontracts thereunder in excess of $1, 000 shall contain the following 
al'tl cle: 

RENEGOIIATIGN ARTIcLE. — This contract is subject to the Renegotiation Act of 
1948 and the contractor hereby;grees to insert a lil-e article in all contracts or 
purchase orders to mal-e or furnish any article or to perform all or any part of the 
work required for the performance of this contract. 

(b) AVhenever in the opinion of the Secretary of Defense excessive 
profits are reflected under any contract or contracts or subcontract or 
subcontracts required to contain tile Penegotiation Article prescribed 
in subsection (a), the Secretary is authorized and directed to renego- 
tiate such contracts and subcontracts for the purpose of eliminating 
e. cessive profits. IIe shall endeavor to make an agreelnent with the 
contractor or subcontractor with respect to the amount, if any, of such 
excessive profits and to their elinlination. If no such agreement is 
reached, the Secretary shall issue an order determining the amount, if 
any, of such excessive profits a, nd shall eliminate them by any of the 
methods set forth in subsection (c) (2) of the Renegotiation Act of 
February 25, 1944, as arne!Ided. In eliminating excessive profits the 
Sec! etary shall allow the contractor or subcontractor credit for Federal 
income and excess profits iaxes as provided in section 8806 of the 
Internal Revenue Code. The powers hereby conferred upon the Secre- 
tary shall be exercised with respect to the aggregate of the amounts 
received or accrued under all such contracts and subcontracts by the 
contractor or subcontractor during his fiscal year or upon such other 
basis as may be mutually agreed upon; except that this section shall not 
be appli& able in the event that the aggregate of the amounts so received 
or a. ccrued ls less than $100, 000 during any fiscal year. 



(c) For the purpose of administering this section the Secretary of 
De'fense shall have the right to audit the books and records of any 
contractor or subcontractor subject to this section. In the interest 
of economy and the avoidance of duplication of inspection and audit, 
the services of the Bureau of Internal Revenue shall, upon request 
of the Secretary of Defense and witli the approval of the Secretary 
of the Treasury, be made available to the extent determined by the 
Secretary of the Treasury for the purpose of making examinations 
and audits under this section. 

(d) The provisions of this section shall not apply to any of the 
contracts or subcontracts specified in subsection (i) (1) of the Renego- 
tiation Act of February o5, 1944, as amended, and the Secretary of 
Defense in his discretion may exeinpt from the provisions of this 
section. any other contract or subcontract both individuaHy and by 
general classes or types. 

(e) Agreements or orders determining excessive profits shall be 
final and conclusive in accordance with their terms and except upon 
a showing of fraud or malfeasance or wiHful misrepresentation of a, 

inaterial fact. shall not be annulled, modified, reopened, or disregarded, 
except that in the case of orders determiiiing excessive profits the 
aniount of the ex issive profits, if any, niai be reileterminerl ny The 
Tax Court of the Ignited States in the manner prescribed in subsection 
(e) (1) of the Renegotiation Act of February o5, 1944, as amended, 
except that such redetermination shall be subject to review to the extent 
and in the manner provided by subchapter B of Chapter 5 of the 
Interiial Revenue Code. 

(f) The Secretary of Defense shaH promulgate and publish in the 
Federal Register regulations interpreting and applying this section 
and prescribing standards and procedures for determining and elimi- 
nating excessive profits hereunder using so far as he deems practicable 
the principles and procedures of the Renegotiation Act of February 25, 
1944, as amended, having regard for the diferent economic conditions 
existing on or after the eRective date of this Act from those prevailing 
during the period 1942 to 1945. In any case in which the contra. ct price 
of any such contract or subcontract was based upon estimated costs, 
then the Secretary of Defense shall determine the di8erence between 
such estimated costs and actual costs and shall, in elim-'nating excessive 
profits, tal-e into consideration as an element the extent to which such 
difference is the result of the eKciency of the contractor or sub- 
contractor. 

(g) The powers and cluties hereby conferred upon the Secretary of 
D:fense may be delegated by him to any ofhcer (military or civilian) 
or ageucy of the National Military Establishment. . 

(h) Any person who willfully fails or refuses to furnish any in- 
formation, records, or data required of him under this section, or wlio 
knowinglyi furnishes any such information, records, or data contain- 
ing information which is false or misleading in any inaterial respect, 
shall, upon conviction thereof, be punished by a fine of not more than 
$10, 000 or imprisonment for not more than two years, or both. 

(i) This section may be cited as the Renegotiation Act of ]948 ". 
Szo. 4. This Act may be cited as the "Supplemental National 

Defense Appropriation Act, 1948 ". 
Approved May 21, 1948. 





REVENUE ACT OE 1048 

[House of Representatives Report No. 1274, Eightieth Congress, Second Session. ] 

[January 27, 1048. 1 

Mr. Enutson, from the Committee on Ways and Means, submitted the foHotving 
report [to accompany H. R. 4700]: 

The Committee on Ways and Means, to whom was referred the bill (H. R. 4700) 
to reduce individual tax payments and for other purposes, having had the same 
under consideration, reported back to the House with amendments and recom- 
mend that the bill, as amended, do pass. The committee amendments are show~ 
in appendix A. 

I. GENERAL STATE54ENT. 

H. R. 4700 provides tax reduction, relief, and equalization. It reduces the 
present extremely high rates of the individual income tax. These rates were a 
product of wartime conditions, and constitute a serious cbstacle to the increase 
in production needed to relieve current inflationary pressures. The reduction of 
these rates also is essential to the long-ruu improvement in the American 
standard of living. 

Relief from the present high cost of living is providerl by an increase in exemp- 
tions under the individual income tax. This relief is heavily concentrated 
among taxpayers in the low-income brackets. Such taxpayers also receive 
preferential treatment in the percentage tax reductions made by this bill. Addi- 
tional relief is granted to persons 88 and over and to the blind. 

Equalization is provided for the tax burdens of married couples in common-law 
and community-property States. The bill, with committee amendments to be 
offered on the floor, corrects existing inequalities under the estate and gift taxes, 
as well as the individual income tax. 

As a result of this bill collections in the fiscal year 1949 will be reduced (or 
refunds increased) by $7. 1 billion, leaving a surplus of at least $21/ to $81@ 
billion. Su)I)cient funds will remain to provide a debt reduction of between $10 
billion and $11 billion during the esca) years 1948 and 1940. 

Tnsrz I. — et comparison of the effective individual income taa rates under present 
Late and II. R. 4790. 

Combined net income before 
persenai exemption. 

Single person, no 
dependen u. 

Married person, 
no dependents, 
enfire income 
earned by 1 
spouse. 

Married person, 
2 dependents. 
entire income 
earned by 1 
spouse. 

Married person, 2 
dependents, 
with income 
divided se fol- 
lows: 50 per cent 
snd 50 per cent. 

Present 
law. 

B. R. 
4790. 

Present 
isw. 

H. R. 
4790. 

Present 
law. 

Present 
law 

H. R 
4790. 

8500 
2600 
5700 
$750 
II00 

Per cent. 

3. 17 
6. 48 
6. 38 
7. 12 

Percent. Percent. Per cent. 

1. 90 
2. 66 
8. 33 

(241) 

Per cent. Per cent. Per cent. Per cent. 
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Tasrz I. — A comparison of the effective inrtividtlat income taor rates ttnder present 
tata and II. R. Jt?90 — Continued. 

Combined net income before 
personal exemption. 

Hingle person, no 
dependents. 

Married person, 
no dependents, 
entire income 
earned by 1 
spouse. 

Married person, 
2 dependents, 
entire income 
earned by I 
sporlse. 

Married person, 2 
dependents, 
with incorne 
drvided as fol 
lowe: 50 per cent 
and 50 per cent, 

Present 
law. 

H. R. 
4790. 

Present 
law. 

H. R. 
4790. 

Present 
law. 

H. R. 
4790. 

Present 
law. 

H. R, 
4790, 

$900 
$1, 000 
$1, 200 
$1, 500 
$1, 800 
$2, 000. 
$2, 500 
$3, 000 
$4&000 
$5, 000 
$6, 000 
$7, 000 
$8, 000 . 
$9, 000 
$10, 000 
$1 1. , 000 
$12, 000 
$13, 000 
$14, 000 
$15, 000 
$20, 000 
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Source: Staff of the Joint Committee on Internal Revenue Taxation. 

II. SUMMABY oy CHaNGKS IN ZxlsTING Law. 

H. R. 4876 is both a tax-reduction and tax-equalization bill. The tax-reduction 
features apply solely to the individual income tax. They include a general in- 
crease in exemptions, a reduction in all tax rates but with the relief concentrated 
in the lower income brackets, and special exemptions for those over 65 and the 
blind. The tax-equalization features of the bill apply to the individual income tax 
and the estate and gift taxes. They, combined with an amendment which your 
committee intends to offer on the iioor of the House, are designed to produce 
uniiorm treatment for residents of common-law and community-property States 

A comparison of the effective individual income tax rates under the bill with 
those under present law is shown in table 1. The changes in the rates and 
exemptions of the individual income tax under this bill are effective January 1, 
1948. The withholding tables will become effective on April 1, 1948. Over- 
withholding during the first three months of 1948, which is not offset by decreased 
payments on estimated taxes or final returns, will of course be refunded to the 
taxpayer. The changes in the estate and gift tax become law on the date of 
enactment of this bill. A brief description of tire changes provided by Your 
committee's bill is given below. 



INDIVIDUAJ. INCOME TAXES. 

1. Personal and dependency exemptions are increased from %00 per cap 
to $600 per capita. 

2. Tax reductions ranging from 80 per cent to 10 per cent according to the 
size of the income are provided for all taxpayers. Table II presents these reduc- 
tions in summary fashion. The distribution of these tax reductions. is as follows: 

(a) Persons with net incomes of g1, 000 or less after exemption ' receive a 
60 per cent reduction in their tax, 

(Ii) persons with net incomes of $1, 000 to about $1, 400 after exemptions re- 
ceive a reduction of from 60 per cent to 20 per cent in their tax. 

(c) Persons with net incomes of from about $1, 400 to $4, 000 after exeluplions 
receive a reduction of 20 per cent in their tax. 

(d) Persons with net incomes in excess of $4, 000 after exemptions rece!ve a' 
refluetion of 20 percent on the tax imposed on their first 64, 000 of net income 
after exemptions, and 10 per cent on the tax imposed on any remaining net 
income after exemptions. 

TABIE II. — Percentage redtfcttons gn tndifndual tncofne taxes profnded f!y 
l7. R. 77790. 

Surtax net income. Tentative normal 
tax and sui s, 

Reductions in tentative 
normal tax and surtax. 

Reductions in present law 
tax. 

$0 to $1, 000 $0 to $200 
$1, 000 to $1, 395. 83 $200 to $279. 17 
$1, 395. 83 to $4. 000 $279. 17 to $840 
$4, 000 and over. . $840 and over 

33. 5 per cent 
$67 
24 per cent. 
24 per cent of the tentative 

tax on the first $4, 000 of 
surtax net income plus 
14. 5 per cent of excess. 

30 per cent. 
30 per cent to 20 per cent. 
20 per cent. 
20 per cent of the present law 

tax on the first $4, 000 ol' 

income plus 10 per cent of 
the excess. 

Source: Stafi' of tbe Joint Committee on Internal Revem!e Taxation. 

6. Husbands and wives are permitted to split their income for tax purposes. 
Those tvho avail themselves of this opportunity file joint returns, divide their 
net income and exemptions by 2, compute their tax on this basis, and multil ly 
the result by 2. Since in this ch" nge the maximum standard deduction for 
married couples is increased to $1, 000, the maxifuum standard deduction for singl'e 
persons is also increased to $1, 000. 

4, An additional exemption is granted to taxpayers vvho are 66 or over. If 
both husband and wife have attained the age of 65, the $600 exemption is granted 
to each spouse. 

6. An a&lditional $600 exemption is granted to taxpayers who are blind. If 
both husband and wife are blind, the $600 exemption is granted to each spouse. 
A blind person 65 or over may claim this exeraption in addition to that based 
on age. 

B. ESTATE AND GIFT TAXES. 

1. The 1042 amendments to the estate and gift tax which provided special rules 
for community-property States are repealed for persons dyiug after the enact- 
ment of this bill. Generally, this restores the rule by which estate and gift tax 
liabilities are dependent upon the ownership of the property under State law. 
Thus, in community-property States, irrespective of which spouse dies first, only 
one-half of the community propertV is included in the gross ests. te. Similarly, 
one-half of a gift made out of community property is taxable to the husbanil 
and one-half to the wife, since under State law each owns a one-half interest in 
the property. 

2. A committee amendment will be oiTered on the floor of the House to provifle 
for estate and gift tax "splitting" in common-law States. This amendment also 
will apply to persons dying after the enactment of this bill, so that both the 
community-property States and the common-law States Ibay be placed on an 

i Afore, accurately, surtax net incomes. For. clearer understanding, however, the term 
"net income;! f, er exeniptio»s" will be used hereafter in this report. 



equal basis at the same time. Thus, in these States propertv passing from a 
decedent to his spouse is excluded from the decedent's estate-tax base up to a 
limit of 50 per cent of the value of his estate. In a similar fashion husbands and 
wives may treat gifts made currently as being made one-half by each spouse, 
Residents of community-property States may also take advantage of this provision, 
If they do so, the effect will be to extend this "splitting" to their separate 
property. The repeal of the 1942 amendment already gives them tbe right to 
split community property. In effect, these amendments represent the adoption 
of a new national system for ascertaining Federal estate and gift tax liability, 
The adoption of these amendments will extend substantial benefits to residents 
of both community-property and common-law States. The delay in the prepara 
tion of this amendment is due to the inherent ditficulties of the subject. 

III. SUMMARY CF ESTIMATED REvENUE EFFEGT OF TAx REDUOTICN. 

EFFECT ON TAX LIABILITIES. 

Individual income tax liabilities under your eoinmittee's bill are estiinated 
at $14, 781 million in a full year of operation a. ssuming a personal income level 
of $209 billion. This represents a reduction of $6, 550 million in the individual 
income tax liabilities under present law. Under the bill as reported the liability 
reduction on the account of the estate and gift taxes will be negligible. * The 
effect of H. R. 4790 on individual income tax liabilities is summarized in the 
following table: 

TABIE III. — Iistimated individual income taa liability under present Latv and 
If. R. LI790, assuming personal income Level of $909 biLlion. 

[In millions of dollars. ] 

Estimated tax liability under— 
Present la;v 
H. R. 4790 

Reduction in liability under H. R. 4790 
Source: Stair of the Zoint Committee on Internal Revenue Taxation. 

- $21, 281 
14, 781 

6, 550 

A tax 1'eduction expressed on a Liability basis, such as the one shown in the 
above table, indicates the decreas" in obligations incurred by taxpayers during 
a year. However, for the purposes of determining the etfect of H. R. 4790 on 
the budget, it is necessary to present revenue estimates on a collection basis. 

B. EFFECT OiV TAX COLLECTIONS. 

A tax reduction expressed on a coRection basis indicates the actual loss in 
receipts of the Government in a specific year. Usually in the year in which a tax 
reduction is made, the effect of the reduction in liabilities is not reiiected fully in 
the collections because of the lag in collections behind the iucurring of the tax 
liability. Thus, although the tax reduction under Tour coromittee's bill is 
effective during half of the fiscal year 1948, only about 80 per cent of the reduction 
in liabilities is refiected in the collections during that year. 

Table IV presents the effects of the tax reduction proposed by your committee 
on collections during the fiscal years 1948 and 1949. A personal income level of 
$209 billion in tlie calendar year 1048 has been assuined. On this basis, H. IL. 

4790 would reduce collections in the fiscal year 1948 by $1 billion, reduce collections 
and increase refunds in tile fisca 1949 by $7. 1 billion. The revenue loss in the 
fiscal year 1949 is in excess of the estimated reduction in liabilities of $6. 5 billion 
primarily because it was not possible to pass this bill before January 1, 1948 
As a. result there will be overwithholding of the income tax in January, February, 
and March of this year, which in tile fiscal year 1949 will decrease payments of 

2 Some further reduction in liabilities will occur if the proposed floor amendment relating 
to tbe estate an&1 cii't taxes is adopted. However, this will have no eifect on the budget ia 
ihe decal years 1948 or 1949. 
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estimated tax and payments with final returns, and will increase the tax refunds 
required. 

TASLE IV. — Effect of II. R. $790 on, total, receipts, assuming personal income oI 
f909 billion in the calendar year 19ff8. 

[In millions of dollars. J 

Fiscal year. 

1948. 1949. 

Estimated receipts under- 
Yrcsent law 
E. R. 4790 

Reduction under E, R. 4790 

46, 490 
45, 450 

1, 040 

47, 317 
& 40, 257 

' 7, 060 

& This includes an allowance for additional'refunds. 
Source: Staff of the Joint Committee on Internal Revenue Taxation. 

IV. TIIE FlscAL OIrrLoox Iiv 1948. ANn 1949. 

A. FISCAL YEAR 1948. 

The surplus for the fiscal year 1948 forecast by the President in his Budget 
message transmitted to Congress on Janu" ry 12 is $7, 488 million. This contrasts 
with an estimate of $754 million based on the President's Budget message of 
January, 1947, a year ago, ' and an estimate of $4. 7 billion made by him last 
August. This increase of nearly tenfolf1 in the estimated size of the surplus 
during the past year is due to a very substantial underestimate of revenues in 
the President's Budget message of January, 1947. At that time revenues were 
estimated at 888, 482 million ' as contrasted with $45, 210 million in his recent 
Budget docuinent. Both the Secretary of the Treasury and the Director of the 
Bureau of the Budget recently testified before vour committee that this under- 
estimate arose from a very conservative assumption as to the level of income. 
Your committee pointed out in its report on H. R. 1 in March of last year that the 
administration': revenue estimates were based on too low an income level and 
stated that the continuance of the then current high level of business might be 
expected to produce receipts in the fiscal year 1948 of at least $48 billion. 

The recent Budget message of the President contains the following statement 
with respect to the revenue estimates presented in it: 

"The estimates assume continuation of the present high levels of business 
activity and incomes, continued full employment, and stable prices close to the 
present level. " 

The Secretary of the Treasury informed your committee that the estimates 
were based on a personal income level of $200 billion. However, the economic 
Report of the President shows that personal income in the fourth quarter of 
1947 was running at an annual rate oi $205. 8 billion and indicates a rising trend. 
This suggests that the Treasury revenue estimates for the fiscal year 1948 at 
current levels are about $1 billion too low. Your committee believes that the 
trend in personal income will continue for at least the first few months of the 
calendar year 1948, and because of this trend, it is estimated that receipts for 
the fiscal year 1948 will be $46, 490 million. Combined with the President's esti- 
mate of expenditures of $87, 728 million, these revenues will produce a surplus of 
$8, 762 million for the fiscal year 1948. 

It is clear that the tax reduction proposed under your committee's bill leaves 
an ample surplus in the fiscal vear 1948. As indicated in part III, H. R. 4790 is 
expected to reduce receipts in the fiscal year 1948 by $1, 040 million. Thus, there 
will be a surplus of about $7. 8 billion after the tax reduction provided in H. R. 
4790. This amount will be available for debt retirement and should be so applied. 

s After adjustment for continuation of war excise tax rates. 



B. FISCAL YEAE 1949. 

Table V which follows shows the effect of H. R. 4790 upon the budget of the 
Eederal Government in the fiscal year 1949 with an assumed personal income 
level of $209 billion ' under two difTerent assumptions as to the cuts Congress will 
make in the expenditures proposed by the President: 

TASIE V. — L~'ffect of II. If. Jq790 upon the budget for the fiscat year 19II9 tcith rory 
ing assumptions as to level of expenditures (assuming personal income in the 
calendar year 19/8 of 8809 billion). 

[In billions of dollars. ] 
A. Assuming a reduction in expenditures of $2 billion: 

Receipts under present law (staff estimate) 47. 3 
Expenditures (President's budget of $89. 7 cut by $2 billion) 87. 7 

Surplus before tax reduction 9. 6 
Tax reduction under H. R. 4790 '7. 1 

Surplus after tax reductio~ 2. 5 

B. A. ssuming a reduction in expenditures of $8 billion: 
Receipts under present law (staif estimate) 47. 3 
Expenditures (President's budget of $89, 7 billion cut by $8 billion) 86. 7 

Surplus before tax reduction 10. 6 
Tax reduction under H. R. 4790 '7. 1 

8. 5 Surplus after tax reduction 
' Includes refunds due to overwithholding in fiscal year 1948. 

With an expenditure reduction of $2 billion, table V indicates that there will 
be a surplus after the tax reduction of $2. 5 billion. With an expenditure re- 
duction of. $8 billion, there would be a surplus after the tax reduction oi' $3, 5 
billion. Eor each additional reduction in expenditures of $1 billion there will 
be an additional $1 billion increase in the surplus. 

Thus, on the basis of the tax reduction provided by H. R. 4790 it would be pos- 
sible to reduce the debt in the two fiscal years 1948 and 1949 by $10 billion to 
$11 billion. 

Your committee has purposely used what it considers to be conservative as- 
sumptions both as to the amount by which Congress will reduce the President's 
proposed expenditures and the level of personal income on which the receipts are 
based. It believes that the President's expenditures will be cut by at least $3 
billion. Nevertheless, to be sure that a conservative view is taken, the effect of. 
the revenue loss under H. R. 4790 is also shown with a cut of on!y $2 billion in 
expenditures. 

In his review of the Budget last August the President admitted that cuts 
in the 1948 Budget for which Congress was responsible amounted to $1, MO 
million. It is believed, however, that this very substantially understates the 
savings made by Congress. Nevertheless, in view of the larger size of the 1949 
Budget, the acknowledged congressional reductions in the 1948 Budget indicate 
that cuts of $2 billion or $8 billion in 1949 are altogether within reason. 

This is especially true in view of the fact that the President's proposals for 
new legislation in his current Budget message call for expenditures in the fiscal 
year 1949 of $5, 785 million. This contrasts with proposed new legislation in 
the Budget message of last year calling for a net increase of expenditures in 
the fiscal year 1948 of only $484 million. ' It is a well-recognized fact that the 
possibility of reducing expenditures which require new legislation is much greater 
than in the case of expenditures based on existing law. The latter represent 

& The assumed level of personal income shown is for the calendar year 1948 since this is 
the most important period as far as collections in the fiscal year 1949 are concerned. ' lf the proposed elimination of the postal deficit is offset against the proposed legisla'tion 
which called for increased expenditures the proposed legislation of the President in the Qscal 
year 1948 would have increased expenditures in that year of only 8189 ruillion. 
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p«grams a»eady accepted by Congress, while on the former Congress has not 
as vet expressed its views. Thus, since the effect of ihe proposed legislation 
Incl«led in the current Budget on fiscal year 1040 expenditiires is nearly 12 times 
as large as the effect of the proposed legisla'tion contained in last year's Budget 
on fiscal year 1048 expenditure's, it is apparent that there is a' greater opportunity 
for expeiiditure cuts in 1040 than in 1048, ' 

The personal income levels, expressed as annual rates, on which you«ommittce 
based its revenue estimates are: 
First half of calendar year 1948 $212 billion. 
Second half of calendar year 1048 $20$ billion. 
First half of calendar year 1040 $10$ billion. 

The above figures produce an average personal income of $200 billion for the 
calendar year 1048 and $200 billion for the fiscal year 1940. Of these two 
figutx'. s, thit for the calendar year 1048 is the most significani, since a large 
portion of the collectioiis in the fiscal vesr 1040 arise from liabilities incurred 
during the calentlar year 1048. 

These assumptions i'cpresent an attempt to be realistic, yet conservative, in 
arriving at a basis for the revenue estiniates presented in tliis report. It is 
now quite gene'rally agreed that for some time at least income levels not only 
will reinain high, but will continue to rise. The President's recent E&conomic 
keport gives every expectation of a rising income throughout 1948. Business 
forecasters are almost unanimously agreed that at least in the first few months 
of 1048 there will be a continuation of the current rising trend in personal in- 
comes. Hence, it is unrealistic to assume anything othe'. than a rising income 
level in the fore part of 1048. 

Personal income in the last quarter of 1047 was running at an annual rate of 
$2(% bikion and preliminary data indicate that it reached a level of $200. f& billion 
in December. ' This represents an increase of $11. 0 billion in the four mouths 
since last August. If this trend continues for only tliree or four moni;hs more, 
personal income will average well above the $212 billion assumed in this r&. port 
for the first six montlis of 1048. 

For the purposes of the 1'even'ue estimates, it has been assumed that incoines 
would decline during the second half of 1948 and the first halt' of 1040. 1'his 
is not to be taken as a forecast of the most likely course of events, but rather 
as a cautious assumpiion well within the limits of reasonableness, and in con- 
forinity vvith your committee's desire to place its tax policy on a couservaiive 
basis. 

The Se&. retary of the Treasury in his recent appearance before youl committee 
indicated that the Treasury estimates, of revenue lost under H. R. 4790 iii the 
fiscal year 1940, as well as thc revenue estimates which appear in the President's 
Budget recently presented to Con ress, assume "current" levels of incoiue. 
When pressed foi the actual figures used, the Secretary indicated that personal 
incomes were assumed to be$200 billion throughout the 18-month pei'iod from 
Januarya 1048, to July, 1940. This is not the current level as indiciited by the 
Presid, . nt's E&conomic keport. There personal income payinents for the fourth 
quarter of 1047 are estimated to be at an annual rate of $205. 8 billion. The last 
Department of Commerce figure published is for November and shows a level 
of $204. 9 billion. As indicated above, the President's Economic P&eport implies 
tb&it the level in December is $206. $ billion. 

Apart from' the fact that the Treasury's-assumption as to personal income is 
considerably below the current level, it does not in the opinion of your committee 
represent a realistic basis for revenue estimates. Of necessity, the Treasury 
estimate assunies an abrupt and immediate drop from current income levels. 
Since personal incoinc in December was at an annual rate of $208. , & billions, and 
since there is no evidence of an important decline in January, tlie Treasurv must 
be forecasting a shat1& drop below $200 billion in February, or an even sharper 
fall in March, if personal income is to average $200 billion during the first quarter 

«Even if proposed expenditures for international affairs and finance are left out of account 
in both budgets, expenditures based on proposed legislation in 1949 are nearly eight times 
the sire of such items in 1948. ' The preliminarv fi ure of personal income for December was indirectly presented in the 
president's recent Economic Report which estimated personnl incom&' in the last quarter 
of ] 947 a& nn annnsl rate of $205. 9 i&il&ion. , Sit'ce the 0« ober nnd f&&ovember f&gur& s of 
$204 4 billi&m &ind 9204 9 billi&&n, respectively. are avaiiatl& in Departn&ent of Coma&cree 
material, it &vas possible to compute the estintate used fo" December. 
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of 1948, as the Treasury assumes that it will. This appears to be a clear-cnt 
contradiction of the administration's frequently expressed fear of the continua- 
tion of iniiationary pressures. 

The failure of the. Treasury to take into account the strong likelihood of a 
high income level in the first half of calendar year 1948 could of itself result in a 
serious understatement of collections in the fiscal year 1949. This would be true 
even if the income level for the entire 18-month period should average iio more 
than $200 billion, since the income level in the fore part of the calendar year 
1948 is of particular significance with respect to collections in the fiscal year 
1949. 

V. Tax BKDUOTICN AND INFLATICN. 

The question of the effect of a tax cut at this time on existing inflationary 
pressures has been widely discussed. It appears to be a central issue in much 
of the discussion over both the President's tax proposal and your committee's 
bill. 

THE PRESIDENT 8 PROPOSAI 

The President in his messages to Congress and the Secretary of the Treasury 
in his recent appearance before your committee have supported individual 
income tax reduction. They have contended, however, that in order to prevent 
an increase in iniiationary pressures, the loss in individual income taxes should 
be made up by increasing corporate taxes. In the hearings before your com- 
mittee the Secretary finally made it clear that the administration, in recom 
mending a. n increase in corporate taxes, was sponsoring an excess profits tax. 

The President's program is inflationary in effect and it is time that this fact 
be known and generally understood. Contrary to the general impression, the 
imposition of an excess profits tax would not produce sufficient revenue in 
the fiscal yea. rs 1948 and 1949 to offset the decrease in the individual income tax 
proposed by the President. The Secretarv of the Treasury admitted in the hear- 
ings before your committee that the President's tax proposal will reduce col- 
lections by $8 billion in the fiscal years 1948 and 1949. This loss occurs because 
collections lag behind chan es in liabilities to a much greater extent in the case 
of corporation taxes than is true of individual income taxes. ' Thus the Presi- 
dent's tax proposal, despite the camoufiage, is a revenue-reduction measure as 
far as the fiscal years 1948 and 1949 are concerned. By decreasing the budget 
surpluses it tends to increase the inflationary pressures in those years. Of 
course, greater collections from corporate taxes would be realized in the fiscal 
years 1950 and 1951. However, even the President's economic advisers have 
not as yet so much as intimated that the defiationary pressures, resulting from 
the increased corporate tax collections in 1950 and 1951, would be desirable. 

The type of reduction in individual income taxes proposed by the President, 
taken a. lone, would be most inflationary. Almost all of the proposed reduc- 
tion would be concentrated in the hands of persons who spend nearly ail of their 
current income. A verv small part would go to individuals who might save 
and invest a substantial portion. It is difficult to see hovv a more explosively 
jnilationary type of individual income tax reduction could be devised. Your 
committee's bill recognizes the necessity of offering relief to those bearing the 
brunt of the high cost of living, but your committee's bill also provides incentives 
for greater production. 

The proposal of the President to impose an excess profits tax, taken alone, is 
also highly infiationary. It discourages productive effort on the part of corporate 
enterprise and the private investment in corporate stocks which is necessary for 
business expansion and, therefore, greater production. On this point your coln- 
mittee wishes to quote the words of the former Secretary of the Treasury, and 
also a former member of the XVays and Means Committee, Chief Justice Vinson, 
when he appeared before the Senate Pinance Committee in 1945 in support of the 
repeal of the wartime excess profits tax: 
"Clearly, the repeal of the excess profits tax will stimulate production. To-day 
we are starved for new houses, new cars, new radios, and the like. The best 

' As a result of our withholding tax system a large portion of individual income taxes are 
collected verv shortly after the liability is incurrrd. Corporate tares, however, are not dae 
until two and one-half months after the end of the corporation's tax year and even then 
the payment is usually spread out in four installments which ai'e not completed for nearly 
another full year. 
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defense against the use of our wartime savings to bid up prices on these scarce 
items is to remove the scarcity. production and more production is the key. 
To this end elimination of the repressive influence of the excess profits tax 
will make a real contribution. " 

The imposition of an excess profits tax would also lead to waste in the use of 
materials and manpower. This has always been a consequence of excess profits 
taxation. It was apparent during the war. It would surely appear in an 
aggravated form if such a tax were imposed in a nonwar period when patriotic 
motives are not as strong. The result would be a diversion of productive re- 
sources into nonessential channels, and an over-all reduction in the volume of 
output. Both of these factors would increase inflationary pressures. 

Since both portions of the President's progra. m, tal'en alone, are inflationary, 
the program as a whole is highly undesirable. 

B. YOUR COMMITTEE S BILL. 

The positive effect of your committee's bill on the incentives to produce is 
important in considering its influence on present inflationary pressures. Because 
of the importance of this subject, it is discussed at length in the next section 
of this report. It is sufficient to say here that your committee believes that 
increased production is the most satisfactory answer to the high prices resulting 
from the pressure of pent-up demand on a limited supply. So far as this method 
of attacking inflation is available, its use is preferable to the arbitrary reduction 
of demand to fit a lower level of production. By lowering tax rates in both 
the lower and upper income brackets, your committee'8 bill will increase the 
incentives of labor and management to produce, and will increase investors' 
willingness to assume business risks. For these reasons H. R. 4790 will increase 
production. This in turn will decrease infia. tionary pressures. 

Critics of your committee's bill who stress its alleged inflationary effects ignore 
the fact that sizable reductions in the Federal Government'8 expenditures may 
be expected to accompany this tax reduction. Your committee believes that 
fiscal year 1949 expenditures will be reduced by at least $8 billion. However, 
even if it is assumed that expenditures will be cut by only $2 billion, there still 
would be a surplus of $2. 5 billion in the fiscal year 1949 atter the tax reduction 
provided by H. R. 4790. 

This is a larger surplus than the administration apparently believes is re- 
quired in the fiscal year 1949. The President's Budget message estimated that 
on the basis of administration expenditure proposals, the surplus would be 
$4. 8 billion. However, this must be reduced by $2. 4 billion, the amount by which, 
according to the Secretary of the Treasury, the President's tax proposal would 
reduce fiscal vear 1949 collections. This would leave a surplus of only $2. 4 
billion according to the administration's own calculations. 

So far attention has been directed only to the effect of H. R. 4790 on the ordi- 
nary budget surplus. The President's recent Economic Report contains a table 
showing the surplus on a cash basis for the calendar years 1946, 1947, and 1948, 
As the Economic Report indicates, this presents a better picture of the imme- 
diate effect of the Federal budget on consumer and business demand than the 
ordinary budget. This is true because receipts and expenditures which, from 
the standpoint of the economy as a whole, are mere accounting entries are elim- 
inated. The table follows: 

TABLE VI. — Federal cash surplus, calendar years 19776, I9$7, and 19/8. 
[Billions of dollars. j 

Receipts or payments. 1946. 194Lt 1948. ' 

Receipts 
Payments 

Cash surplus 

45. 5 
45. 3 

46. 9 
41. 3 

+5. 6 

49. 2 
40. 4 

+8. 8 

i Based on actual data thmugh mid-December. 
' Assumes no changes in tsx legislation snd continued high levels of employment and income, snd includes 

anticipated Presidential recommendations for new legislation. 

Source Economic Report of the President, January, 1948, p. 99. 

796590' — 48 — 17 
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Apparently the cash surplus in the calendar year 1948 will be much larger thalt 
in 1947. This occurs not only because of a large excess of ordinary receipts ever 
ordinary expenditures, but also because large nonrecflrrent terminal-leave pay. 
ments were made in 1947. 

It is anticipated that in the calendar year 1948, H. R. 4790 will reduce revenltes 
by $8. 6 billion. However, if it is assumed that one-half of a $2 billion to $3 
billion cut in fiscal year 1949 expenditures is eifective in the first half of the year 
there would be a cash surplus after the enactment of H. R. 4970 of $6. 2 bflhen te 
$6. 7 billion as compared to $5. 6 billion in 1947. In the opinion of your comnnttee 
the difference will be even greater because, as indicated elsewhere, there is gppd 
reason to believe that the revenue estimates for the fiscal years 1948 and 1949 used 
in the budget are considerably understated. Thus even after the proposed tax 
reduction, the cash surplus will be substantially greater in 1948 than in 1947, 
This means that the 1948 budget after provision for your committee's tax big wiiI 
be a stronger curb on inflation than the budget of 1947. 

Some will still contend that H. R. 4790, viewed without the accompanying 
expenditure decrease, will have a temporary inflationary effect. It might even 

be contended that this will be so despite the bill's stimulating effect on produc- 
tion incentives. To such critics your committee can best reply by quoting a state- 
ment from the President's Economic Report which, although intended to apply tp 
the President's proposal, fits your committee's bill much more aptlv because it 
contains some real tax revision: 

"Any net change one way or the other in the eKect of these tax revisions upon 
inflation is outweighed by the manifest equity of the revisions proposed. " 

VI. THE PEEcENT+GE REDvc'rloN IN TAXES aND INGENTIvEs. 

In the opinion of your committee production must be the ultimate answer 
both to the immediate inflationary problem and the long-run goal of achieving a 
higher standard of living. Increased production requires the wholehearted 
cooperation of all segments of our economy. To accomplish this goal the pro- 

ductivity of labor must be increased, the initiative of our business managers must 

be stimulated, and profits after taxes must be of sufficient size to attract investors 
into risk-taking enterprise. Your committee believes that the present high war- 
time tax rates represent one of the chief obstructions to the achievement of this 
higher level of production. 

A. PEODVCTION IN IM)MEDIATE FUTVRE. 

The Secretary of the Treasury in his testimony before your committee, both this 
year and last, stated his belief that industry was and is running at full capacity. 
Therefore, he could see no immediate need to remove the high tax rates which 

obstruct production. Despite his statement last year the output of goods and 

services did increase in 1947. The recent Economic Report of the President esti- 

mates that 1947 production exceeded that of 1946 by nearly 6 per cent, although 
the increase did not quite reach the goal set a year ago. Moreover, the report 
sets "up the objective of a further 8 per cent rise in the output of goods and services 
of the nonagricultural parts of our economy in 1948. Thus it is apparent that the 
Secretary's opinion that we have reached a temporary limit in our productive 
effort is not well founded. 

Increases in the productivity of labor and the removal of bottlenecks in various 
industrial processes represent the two chief means of increasing production in the 
immediate future. Our experience after the First World War leads to the cen 
elusion that a large increase in productivity can be expected in such periods 
After World War I productivity increased by more than 10 per cent a year for a 
period of three years. ' The absence of any such increase following World War II 
can be accounted for to a considerable extent by such obstructions as-the present 
high tax rates. The absence of adequate monetary incentives is one of the itn 

portant causes of the bottlenecks and the current low rate of increase in pro 
ductivity. Your committee refuses to accept the conclusion that we have reached 
even a temporary limit to our productive effort, and believes that lower tax rate8 
will be beneflcial in stimulating production in the immediate future. 

' Basic Facts on Employment and Production, Senate Committee Print Ne. 4, 79th Ceu&~ 
1st sess. , September 1, 194e, p. 6. 



251 

The repressive effects of the existing tax rates are felt not only in manufac- 
turing and trade, but in farming as well. Evidence of this can be found in the 
reports that some farmers have been unwilling to move their crops to market 
during the closing months of a year in which they had already accrued large tax 
liabilities. These farmers were holding back their crops until the turn of the 
year in order to avoid the high repressive surta~ rates. Obviously tax reductions 
in these cases would produce an immediate increase in the supply of farm 
products. 

R. PRODUCTION IN THE LONQ RUN AND THE SCARCITY OF RISK CAPITAL. 

The availability of sufticient risk capital to meet the needs of business is a 
significant factor in increasing production in the immediate future, and the 
paramount consideration for the long run. Because your committee had received 
reports of shortages of such capital, it asked the Secretary of Commerce to testify 
on this subject at its recent hearings. The Secretary took the position that ample 
funds are available to meet current business needs, and found no evidence of a 
shortage of savings. 

However, the Secretarv's emphasis was on the over-all needs for business funds, 
and not on the point with which your committee was primarily concerned, the 
avail, . bility of venture capital. The inadequate supply of this risk capital is 
abundantly shown by the Secretary's own statement. At the hearings the Secre- 
tary presented the 1947 data which appear in tables VII and VIII. The remain- 
ing data shown in these tables were supplied on request by the Director of the 
Oflice of Business Economics of the Department of Commerce. From these data 
and other evidence submitted by the Secretary at the hearings on this bill, the 
following facts emerge: 

TABLE VII. — Changes in corporate secttrities outstanding and in thetr otpnership, 
19$fl and 19!&7. 

iAmounts in bulions of dollars. l 

1946. & 1947. 

Amount. 
Per cent 
of new 
issues. ' 

Amount. 
Per cent 
of new 
issues. i 

Net issues ' by industry group 

Industrial snd miscellaneous 
Public utility (and telephone) 
Railroad 

Net issues ' by type of security 

Common stock. 
Preferred stock 
Bonds and notes 

Net purchases ' by various groups 

Commercial banks 
Mutual savings banks 
Life insurance companies 
Foreigners 
Domestic individuals, etc 

32. 3 

2. 5 
. 3 —. 5 

2. 3 

. 9 

. 4 
1. 0 

. 3 

. 2 
2. 0 — . 2 
0 

100. 0 

108. 7 
13. 1 — 21. 7 

100. 0 

39. 1 
17. 4 
43. 5 

100. 0 

13. 0 
8. 7 

87. 0 — 8. 7 
0 

1. 9 
2. 0 
0 

. 8 

. 5 
2. 6 

3. 9 

. 2 

. 2 
2. 6 
0 . 9 

100. 0 

48. 7 
51. 3 
0 

100. 0 

20. 5 
12. 8 
66, 7 

100. 0 

5. 1 
5. I 

66. 7 
0 

23. I 

~ Preliminary data. 
' Data do not sdd to totals because of rounding. ' New issues less retirements. 
4 Purchases less sales. 
Source: The amounts shown for 1047 were taken from the statement of W. Averell Harriman, Secretary 

of Commerce, before the Committee on Ways snd Means of the House of Representatives, Jan. 19. 1948. 
The amounts showu for 1946 were supplied on reuuest by the Department of Commerce. 
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TABLE 'VIII. — Sources of corporate funds pn 19/1, 19/6, and 19/7. ' 

iAmouuts iu bnlious of dollars. i 

1941. ' 1946. ' 1947. 

Pcr scut Amount. (t 5 1 Amount. Pcr cent Per csc( 
oi to(ok Amount. 

ot (ot 1, 

Total investments 16. 3 s 100. 0 ' 100. 0 26. 0 ~rppp 

Retained prouts 
Depreciation, etc 
Cash (ou hand sud. iu banks) 
U. S. Government sccurii, ics 
Psysbics (irsde) . 
Fedora) income tsx lisbiiitics 
Otber current liabilities 
Nci new issues 
Bank loans 

4. 7 
4. 3 — . 8 -2. 0 
2. 9 
4. 6 . 1 
. 1 

1. 4 

30. '7 

28. 1 — 6. 2 
-13. 1 

19. 0 
30. 1 

, 7 
. 7 

9. 2 

6. 5 
4. 6 
. 8 

6. 1 
3. 0 -2. 5 
. 0 

2. 3 

[ 

27. 5 
19. 6 
1. 3 

25. 8 
12. 7 — 10. 6 

. 0 
9. 7 

14. 0 

10. 0 
4. 8 -1. 0 
2. 0 
1. 0 
1. 6 
. 4 

3. 9 
3. 8 

38. 5 
18. 5 
-3 8 

7. 7 
3. 8 
8. 2 
15 

15, 8 
13. 7 

i Ail United States corporations, exclusive of banks sud insurance coinpsuics. 
5 Data for these. years sre preliminary. 
i Data do not sdd to totsis becsuse of rounding. 
Source: The amounts shown were supplied ou request by the Department of Commerce. 

1. The amount of business investment finance by retained proQts represented 
an unusually large proportion of the total in 1947. Speeifically, retained profits 
were 88. 5 per cent of total investment in 1947 as compared to 27. 5 per cent in 
1946 and 80. 7 per cent in 1941. It is believed that this heavy dependence ou 
internal financin was not a matter of choice, but was forced on corporations 
by the difficulty of Qoating new security issues. 

2. The important role played byiundistributed profits in 1947 produced a sub- 
normal relationship between dividends and corporate profits. A tabulation 
made from Department of Commerce data indicates that in 1947 dividends repre- 
sented about 55 per cent of total profits" as compared with the 70 to 75 yer cent 
customarily distributed. " This, of course, has the effect of making new stock 
issues less attractive to prospective investors, which in turn accentuates the 
need for financing out of undistributed profits. 

8. Of the new issues rnai. . keted in 1947, an unusually large proportion took 
the form of fixed-income securities rather than stock. In that year bonds aud 
notes represented 66. 7 per cent of the total, as compared to 48. 5 yer cent in 1946. 

4. According to the Secretary the amount of risk-bearing common stocks issued 
in 1947 was 10 per cent less than in 1946. Table VII shows that in terms of total 
new securities issued in 1947, common stock represented only 20, 5 per cent of 
the total, as compared to 89. 1 per cent in 1946. This reduced emphasis on 

common stocks, together with the heavy reliance on debt financin, reflects the 
difiiculty experienced by corporations in obtaining risk cayital. 

5. Life insurance companies are taking a very large proportion of the new 
securities, and individuals, who must be the chief source of risk capital, are 
buying a relatively small proportion. In both 1946 and 1947 the life insurance 
companies and banks, which must place their funds in securities with a low 
degree of risk, accounted for the great bulk of the net purchases of securities, 
76. 9 per cent in 1947 and actually 108. 7 per cent in 1946. " On the other hand, 
domestic individual buyers accounted for 0. 0 per cent of the net purchases iu 
1946 and only 28. 1 per cent in 1947. This is still another indication that thosp 
buying securities to-day are for the most part seeking relatively riskless 
investments. 

6. Net securities issues by the risk-taking industrials (primarily manu- 
facturing) in 1947 dropped, while safer net issues of the utilities increased sub. 

"In these computations profits have been adjusted for inventory revaluation. "Iu 1046 the net decrease in the holdings of securities by foreigners aud the 0 uei pse 
chases by individuals, ete. , accounts for the feet that the net purchases of the banks ssp 
insurance companies represent more than 100 per cent of net purchases. 



Stantially. In 1947 the industrials accounted for 48. 7 per cent of the total aud 
utilities 51. 8 per cent. In 1946 the figures were 108. 7 per cent" a. nd 13. 1 per 
cent, respectively. 

If any further evidence is needed of the scarcity of venture capital attention 
need only be turned to the unprecedented existence of a sluggish stock market 
in an inflationary period. Here too there is a marked preference for securities 
with a low degree of risk. The average yield on new securities has been in- 
creasing for some time, and the spread between the rates paid on issues in- 
volving a greater degree of risk and those of the gilt-edged variety is now 
substantially larger than it was a year or so ago. This increasing premium 
which must be paid for risk capital is still another indication of its increasing 
scarcity. 

New and small businesses are finding it particularly difficult to obtain risk 
capital. Large well-established enterprises with good credit ratings are faced 
with much less difficulty in floating new securities. This additional advantage, 
enjoyed by large firms, strengthens the tendency toward monopoly and concen- 
tration. Evidence of the increasing financial diificulties encountered by small 
manufacturers is found in the statistics of business failures. Records of the 
first 10 months of 1947 show that there were 2, 846 failures among small manu- 
facturers as compared with 885 in a like period of 1946. " 

C. THE EFFECT OF PRESENT T+x RaTES ON INCENTIVES. 

Your committee believes the present high individual income tax rates deter 
increases in the productivity of labor, the opening of bottle-necks by manage- 
ment, and the willingness of investors to assume risks. Clearly, this leads to the 
conclusion that the high wartime individual income tax rates should be lowered 
substantially in order to alleviate the present inflationary conditions and to 
assure a rising standard of living for the American people in the years to come. 
H. R. 4790 is a step in this direction. 

The repressive effect of present tax rates can be shown by examining the 
amount of spendable income remaining after taxes for taxpayers at different 
income levels. For example, a married couple with two children having a net 
income of $4, 000 under present law has 90 per cent of this income left after 
paying taxes. Under your committee's bill they would have 95 per cent. If 
their income were $10, 000, they would have 81 per cent left under present law, 
and 88 per cent under your committee's bill. A married couple with two depend- 
ents having $80, 000 of income retains only 62 per cent of their income uuder 
present law, but 77 per cent under H. R. 4790. If they ha. d an income of $70, 000 
they would retain only 45 per cent under present law but 62 per cent under the 
proposed legislation. " Table IK shows the spendable income left after taxes 
at various levels for a married couple with two dependents and the per cent 
this is of income before taxes under both present law and your committee's bill. 
Tables XVI A, B, and C in part IX show the same information for taxpayers 
having a different exemption status. 

u In 1946 industrials accounted for more than 100 per cent of the securities issued 
because of a net decrease in issues by railroads. ~ The credit house of Dun & Bradstreet in their summary of industrial failures for the 
first 10 months of 1947 as compared with 1946 prove conclusively that Federal taxes and 
other discriminating legislative inequities are literally squeezing the lifeblood out of small 
concerns, Records in the first 10 months prove that small manufacturers suifered failures 
amounting to 2, 846 or an increase of 222 per cent over a like period in 1946 which registered 
only 885 tailures. 

The total liabilities of these concerns that failed in the 10-month period of 1947 amounted 
to $179, 204, 000 as compared with only $40P788, 000 in the same period for 1946, an alarm- 
ing increase of about 840 per cent, and this is what Washington terms a prosperous year. 

With the exception of the solid South, the increase in failures occurred in all sections 
of the United States but greater through the Northeast Central, the Northwest Central, the 
Middle Atlantic, and the Pacific States. 

Although it is conceded that small businesses are the keystone in the free enterprise 
svstem, their destruction continues unabated. It is a 8-way squeeze. They are being bank- 
rupted by competition of tax-free cooperatives, exorbitant Federal taxes, and the strait- 
jacket Government regulations, like the wage-and-hour law. 

Providing Congress fails to recognize the urgency, and neglects to take prompt action to 
eliminate the cause for this crushing misfortune, commercial failures will not decrease bur 
increase, and small manufacturers will in all likelihood be destroyed or obliterated, 

~~ All examples assume the entire income was earned bv one spouse and that the couple 
is resident in a common-law State. 



TAsf. s IX. — Comftarison of amoftnt of spendable income after tames ftnfter ftreseat 
Late and, If. R. Jt790 (Jfnfttson biLl). 

MARRIED PERSON — TWO DEPENDENTS — ENTIRE INCOME EARNED BY ONj 
SPOU SE. 

Amount of spendable income 
under— 

Per cent of income after tet 
to income before tax, 

Net income before personal exemption. 

Present law. H. R. 4790. Present law. H. R. 4793. 

$2 
$3 
$4 

$6 
$7 
$8 
$9 
$1 
$1 
$1 
$1 
$1 
$1 
$2 
$2 
$3 
$4 
$5 
$60 
$7 
$8 
$9 
$1 
$1 
$2 
$2 
$3 
$4 
$5 
$7 
$1 
$2 
$5 

$2, 000 
, 500 
, noo 
, onn 
, onn 
, 000. 
, 000 
, 000 
, 000 
0, 000 
1, 000 
2, 000 
3, 000 
4, 000 
5, 000 
0, 000 
5, 000 
0, 000 
0, 000 
0, 000 

, 000 
0, 000 
o', noo 
0, 000 
on, oon. 
50, 000. 
ool, ooo 
50, 000 
00, 000 
oo', ooo 
00, 000 
50. 000 . 
, 000, 000 
, 000, 000 
, 000, 000 

$2, 000. 00 
2, 405. 00 
2, 810. 00 
8, 620. 00 
4, 411. 00 
5, 202. 00 
5, 955. 00 
6, 708. 00 
7, 423. 00 
8, 138. 00 
8, 815. 00 
9, 492. 00 

10, 131. 00 
10, 770, 00 
11, 361. 50 
14, 110. 00 
16, 478 50 
18, 619, 00 
22, 558. 00 
25, 889. 00 
28, 821. 00 
31, 468. 00 
83, 830. 00 
35, 907. 00 
37, 699. 00 
45, 462. 00 
52, 731. 00 
59, 525. 00 
66, 300, 00 
79, 850. 00 
93, 400. 00 

127, 275. 00 
161, 150. 00 
296, 650. 00 
725, 000. 00 

$2, 000. 00 
2, 486. 70 
2, 920. 20 
3, 787. 20 
4, 614. 00 
5, 452. 80 
6, 291. 68 
7, 124. 48 
7, 957. 28 
8, 790. 08 
9, 5S9. 82 

10, 367. 52 
11, 145. 22 
11, 922. 92 
12, 680. 10 
16, 342. 88 
19, 800. 46 
23, 022. 06 l 

28, 832. 56 I 

34, 013. 78 
38, 825. 64 
43, 432. 30, 
47, 820. 08 
51, 920. 58 
55, 774. 84 
72, 871. 02 
86, 827. 64 
98, 821. 18 

110, 773. 68 I 

133, 844 20 
l 

156, 059. 72 
211, 547 22 
267, 034 72 
4SS, 984. 72 

1;154, 834. 72 

Pcr ccrtc. 
100. 00 
96. 20 

90. 50 
88. 22 
86. 70 
85. 07 
83. 85 
82. 48 
81. 38 
80. 14 
79. 10 
77. 93 
76. 93 
75. 74 
70. 55 
65. 91 
62. 06 
56. 40 
51. 78 
48. 04 
44. 95 ' 

42. 29 
39. 90 
37. 70 
30. 31 
26. 37 
23. 81 
22. 10 
19. 96 
18. 68 
16. 97 
16. 12 
14. 83 
14. 50 

Per cent. 
1II. Sl 

99. 47 
97. 34 
94, 53 
92. 23 
90. SS 
N. 88 

S5. 'Q 

35. 16 
34. 53 
81. 71 
79. 29 
76, 74 
72, 03 
68. 03 
64, 71 
62 65 
59. 78 
57. 69 
55. 77 

43. 41 

39. 53 
35 92 

31. 7l 

28 21 

25. 70 

23. 10 

Source: Staff of the Joint Committee on Internal Revenue Taxation. 

Marginal tax rates, that is the tax rate paid in the top dollar of income, 
ordinarily indicate the incentive which exists under a given tax rate schedule to 

earn additional income or to realize it through investments. Under H. R, 4'l90 

they do not, however, show the entire increase in incentives brought about bv 

the bill, since they do not reflect the effect of the "income splitting" provision. 
For example, assume that the husband earns the entire income of a family unit. 
Because of the "income splitting" provision the marginal rate which wouM 

apply in this ease is the rate applying to an income of one-half the size of that 
earned by the husband. Despite the shortcomings of marginal rate tables in 

reflecting the full reduction under your committee:s bill, such rates are presented 
in table X for both your committee's bill and the President's tax proposal. They 
reflec clearly the fact that the Presidhnt's $40 tax credit has' practically fto 

effect on incentives. The last two columns of table X show the effect of H. R 
4790 and H. R. 4968 on the marginal tax rates. There is a substantial decrease 
in the margins. l tax rate all down the line under your committee's bill evea 

though the effect of income splitting is not reflected in the rates shown in tbe 
table. Under the President's proposal, however, there is no decrease in tbe 

marginal rate and, therefore, no incentive provided by the plan. " 
"" Technically there is a decrease tu the marginal tax rates under the president's propos 

for net incomes after exemptions up to the level of about $210 where the $40 tax cr«ttt 
becomes fully effective. 
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TaitLE X. — Comparison of marginal rates ftnder present Late, H. Ll. tI790 (Knfctson 
bill), and II. Z, $988 (D(ngeLL biLL and President'3 proposal) ~ 

Net income after exemptions. Marginal rates. 

Percentage-point de. 
cretxxe ( — ) or increase 
(+) in rates compared 

with present law. 

Exceeding— Not exceeding— Pres eat 
law. H. R. 4790. H. R. 4968. H. R. 4790. 

f1, 000 & 

$1, 400 
$2, 000 
f4, 000 
$6, 000 
$8, 000 
$10, 000 
f12, 000 
$14, 000 
f16, 000 
$18, 000 
$20, 000 
$22, 000 
$2G. OOO 

$32, 000 
$38, 000 

$50, 
$60, 000 
$70, 000 
$80, 
$90, 000 
$100, 000 
$150. 000 
$200, 000 and over e 

$1, 000 
$1, 400 & 

$2, 000 
$4, 000 
$6, 000 
$8, 000 
$10, 000 
$12, 000 
$14, 000 
$16, 000 
$18, 000 
$20, 000 
$22, 000 
fi26, 000 
$32, 000 
$38, 
$44, 000 
$50, 000 
$60, 000 
$70, 000 
@80. 000 
$90, 000 
$100, 000 . 
$150, 000 
$200. 000 

Per cent. 
19. 00 
19. 00 
19. 00 
20. 90 
24. 70 
28. 50 
32. 30 
36. 10 
40. 85 
44. 65 
47. 50 
50. 35 
53. 20 
56. 05 
58. 90 
61. 75 
65. 55 
68. 40 
71. 25 
74. 10 
76. 95 
79. 80 
82. 65 
84. 55 
85. 50 
86. 45 

Per cent. 
13. 300 
(') 
la 200 
16. 720 
22. 230 
2a 650 
29. 070 
3a 490 
36. 765 
40. 185 
42. 750 
45. 315 
47. 880 
50. 445 
53. 010 
55. 575 
5S. 905 
61. 560 
64. 125 
66. 690 
69. 255 
71. 820 
74. 385 
76. 095 
76. 950 
77. 805 

Pcr cent. 
19. 00 
19. 00 
19. 00 
20. 90 
24. 70 
28. 50 
32. 30 
36. 10 
40. 85 

47. 50 
50. 35 
53. 20 
56. 05 
58. 90 
61. 75 
65. 55 
68. 40 
71. 25 
74. 10 
76. 95 
79. 80 
82. 65 
S4. 55 
85. 50 
86. 45 

Per cent. 
-"5. 700 

(') -3. 800 — 4. 180 — 2. 470 
-2. 850 -3. 230 — 3. 610 
-4. 085 -4. 465 
-4. 750 — 5. 035 — 5. 320 
-5. 605 -5. 890 -6. 175 
-G. 555 -6. 840 -7. 125 -7. 410 -7. 695 — 7. 980 — S. 265 
-8. 455 — 8. 550 -s. 645 

eO 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

' Designates notch area under H. R. 4790. The exeat upper limit of tbe notch ares is $1, 395. 83. ' Tax is subject to thc foiiovring maximum effective rate limitations: Under present isw, 85. o per cent; 
under H. R. 4", 90. 77 per coat. 

r Incomes ia this bracket receive a Sat reduction of $67 ia the tentative tax. ' Them is s decrease in the marginal tsx rates under the Dingeii bill for net incomes after exemptions up 
to the level of about $210 where the $40 tsx credit becomes fu! ly effective. 

Source: Staff of the Joint Committee on Internal Revenue Taxation. 

The reason for this lack of incentive effect under the President's proposal is 
the fact that once a. tax of $40 is reached, there is no further reduction of the 
tax on any additional income. Thus an individual having a net income after 
exemptions of about $210 obtains the maximuru relief. Irrespective of how much 
income he may earn in excess of that amount, there is no further tax reduction 
aad thus no increase in incentive under this proposal. 

It has been shown. that the $40 tax credit proposed by the President has no 
positive eiTect on production and investment incentives. The reimposition of the 
excess profits tax under the President's plan actually imooses new restrictions on 
productive effort and oa the willingaess of investors to assume business risks. 

Even a well-drafted excess profits tax can not distinguish between profits which 
are the reward for unusual enterprise or the payment for a great risk, on one 
haad, and profits resulting from a monopoly position or unusual shortages, on 
the other. In this connection the former Secretary of the Treasury, Chief Justice 
Vinson, had the following to say at the hearings before the Senate Finance Com- 
mittee on the Revenue Act of 194O: 

"The over-all impact which this tax is likely to have on business planning as 
well as business profits constitutes a serious threat to our postwar employment 
objectives. The testimony of businessmen is that they are unable to take the risl- 
of full peacetime business expansion until this tax has been removed. Th;tt 
testimony comes not only from corporations subject to the excess profits tax; 
indeed, it comes primarily from busiaessraeri contemplating organization and 
expansion in competitioa with established corporations. " 



256 

Unfortunately the excess profits tax proposed by the President can not qualify 
as a "mell-drafted" tax. It is nothing more than the old excess profits taI 
dressed up with a 85 per cent increase in the credits and an increased syecific 
exemption. The old discriminations which had to be borne during the war would 
still be there. New discriminations would appear because of the antiquity of tba 
1986 — 89 base which represents the primary measure of "excessive" profits. 
report on the Revenue Act of 1945 of the Senate Finance Committee of fiI6 
Seventy-ninth Congress had the following to say concerning the eifeet of usmg 
this base in the excess profits tax on risk-taking: 

"The longer the excess profits tax is retained the less the income of 1986-8g 
base period is a proper measure of ' excessive ' profits. This base period will bs 
a. particularly poor measure of earnings in the postwar period when many corpora. 
tions will be entering new fields of enterprise or expanding their businesses. " 

There are, of course, many firms which do not have any base period experience 
at all. These will be driven to use the invested capital base, which is less gen- 
erous for most business, and are therefore apt to receive harsh treatment. A. uew 
firm in a business requiring an especially small amount of invested capital may 
find practically all of its profits above the exemption taxed as "excessive. " 

Apart from the question of the merits of the particular excess profits tax 
presented by the administration, the adoption of any such tax in times of peace 
is undesirable. A. precedent for the peacetime use of this tax would be estalI 
lished, and its permanent retention would be a serious risk. This would be most 
unfortunate since the tax places a special penalty upon the relatively speculative 
business ventures which are essential to the material progress of our society 

VII. HxEMPTIONs END THE HIGH CosT oF LIvING, 

The cost of living has increased from 156 yer cent of the 1985 — 89 average last 
March when your committee reported out H. R. 1, to 165 per cent in November, 
shortlv before H. R. 4790 was first introduced. This 9-point increase represents 
almost a 6 per cent rise in the cost of living. Furthermore, there is evidence that 
income after taxes, although it has increased very considerably during the past 
two years, has not kept pace with the cost of living. On a per capita basis and in 

1947 dollars, income after taxes has shrunk from an average of $1, 285 in the first 
quarter of 1946 to $1, 188 iu the fourth quarter of 1947, a drop of nearly $100. 

TIKE INGREaSE IN GENER~ EXEMPTIONS. 

This increase in the cost of living is the reason your committee's bill provides 
a $100 yer capita increase in exemptions from $500 to $600. Of the total reduc- 
tion in tax liabilities resulting from this increase in the personal exemption, 
about 90 per cent is received by taxyayers with net income of less than $5, NI. 
It should be remembered that the exemption increase is in addition to the reduc- 
tion of 80 per cent in the tax of the lowest ta~able income group. Higher 
income groups receive the same increase in exemptions, but receive tax reductions 
of only 10 to 20 per cent. 

R. TILE SPECLKI EXEMPTION FOR PFDSONS AGED 65 END OVER. 

Like the tax-reduction bills of the last session, H. R. 4790 provides an additional 
exemption for persons who have attained the age of 65. This additional exemp- 
tion of $600 is granted if the taxpayer is 65 or over by the end of the year. This 
provision will benefit 8, 700, 000 taxyayers and will remove 1, 400, 000 persons from 
the tax rolls. 

A's a result of the rise in the cost of living the need for a special exemption 
for persons over 65 is even more pressing now than in the spring of 1947. Tbers 
is a very heavy concentration of small incomes among persons in this age group 
reflecting the fact that the group as a whole is handicapped in an economic, if 
not in a physical sense. Persons in this age group suifered with unusual severity 
as a result of the rise in the cost of living and the increase in taxes which occurred 
during the war, as well as the additional price increases of the immediate postwar 
period. Unlike younger persons, the bulk of those over 65 could not compensats 
for these changes in yriees and taxes by accepting full-time jobs at prevailing 
high rates of wages. 



O. THE SPECIAL EEEMPTION FOR THE BIJND. 

Your committee's bill also provides a special exemption of $600 for blind persons. 
Blind persons 65 or over may claim this exemption in addition to that based on age. 

The special exemption of $600 for the blind is a substitute for a $500 deduction 
allowed under present law. Blind persons receive material benefits from this 
change. The amount allowed is, of course, larger and, in addition, the substitu- 
tion of an exemption for a deduction in itself has some very real advantages. 
Because of this change blind persons do not forfeit the right to use the standard 
deduction as they do when they claim the special deduction under existing law. 
This is ilnportant because in most cases the itemized deductions of blind persons, 
other than the special deduction, will aggregate considerably less than the stand- 
ard deduction. Moreover, an exemption can be taken into account in withholding, 
while a deduction can not. Thus with an exemption, the relief provided will be 
effective throughout the year. Blind persons will not have to wait for a refund 
after the close of the year in order to obtain the relief which the law provides. 

7111. EqUaLlzaTICN oF Tax BURDENs oF IIESIDENTS CI' COMMUNITY-PRCPERTY 
aND COMMON-Law STaTEs. 

A major portion of this bill is devoted to the geographic equalization of the 
income, estate, and gift taxes. 

a, INCOME TREES. 

Under existing law the treatment accorded families earning the same amount 
of income is very different if they happen to live in States using the community- 
property system or in States which use common law. Chiefiy this is due to the 
fact that under the community-property system the earnings of a married couple 
are considered to be one-half the property of each. Income arising out of an 
accumulation which took place duriug the marriage is divided in the same manner, 
and in some community-property States the same division is made of income 
from assets which are the separate property of one of the spouses. No similar 
division takes place under common law. The earnings of the husband are 
regarded as his and taxed to him. The income from his property is his income 
and is taxed as such. 

Since the rates applied under the income tax are steeply progressive, the same 
family income divided in two halves by community property law will be taxed 
far less severely than in a common-law State where the whole income is apt- to 
be taxed to one spouse. The difference is greatest when the entire earnings of 
the couple in the common-law State are received by one spouse, and when, under 
community-property law, none of the income is the "separate" income of either 
spouse. Table XI compares the tax due under these assumptions in community- 
propertv and common-law States under present law with incomes of various sizes. 

This table shows that the difterence between the tax due in community-property 
and common-law States appears as soon as the income of the couple rises above 
the iirst tax bracket, i. e. , as soon as the rates become progressive. " On a per- 
centage basis the difference increases as the income grows larger. At $10, 000 
the couple in the common-law State pays a tax which is nearly 19 per cent greater 
than that paid in the community-property State. At $25, 000 the tax in the 
common-law State is about 41 per cent larger. Thereafter, the percentage begins 
to decline as the marginal rate under the tax approaches the 86. 5 per cent 
maximum. However, even on an income of $150, 000 the tax in the common-law 
State is more than 21 per cent larger than that in the community-property State. 
At the opposite extreme is the case where in the common-law State incomes of 
the two spouses are approximately equal. Here, the results under common la. w 
and community property would be similar. For most couples neither of these 
extreme assumptions is compfetely realistic. However, in the great majority 
of cases the income of one spouse predominates. 

One consequence of the substantial difference in the amount of tax due on 
similar incomes in community-property and common-law States has b„en Qn 
attempt to develop in the common-law States techniques which will divide the 

"Note that the table assumes that all of the income was earued by the husband. 



income of a marrf&ed couple in approximately the same way that income is divided 
in the community-property States by the operation of State law. Chief among 
these devices are gifts, either outright or in trust, . joint tenancies and famfiy 
partnerships. Confusion has resulted from attempts to use trusts, tenancies, and 
partnerships for such purposes, and the present status of the law and regulations 
on these points is most unsatisfactory. Your committee has under study now 8 
number of proposals for the revision of the income tax treatment of trusts and 
family partnerships and is impressed witl1 the difficulties which these problems 
present. 

TASIE XI. — Difference tn amount and percentage of income taa in eommunitjf. 
property and common-tate Htates. 

[For a married couple with no dependents. ] 

Net income before personal exemption. 

Tax payable in— 

Common-law property 'States. l States. 

Excess of tax 
in common- 

1aw State 
over tax in 

community- 
property 
States. 

Per cent by 
which tsx 

in common- 
law State 

exceeds 
that in 

sommunitv 
property 

States. 

1, 000 
1, 200 
1, 500 
2;000 
2, 500 
3, '000 
4, 000 
5, 000 
6&000 
7, 000 
8, 000 
9, 000 
10, 000 
15, 000 
25, 000 
50, 000 
100, 000 . 
150, 000 
200, 000 
250, 000. 
500, 000 
750, 000 
1, 000, 000 
2&000, 000 
5, 000, 000 

638. 00 
95. 00 

190. 00 
285. 00 
380. 00 
570. 00 
760. 00 
969. 00 

1, 178. 00 
1, 387. 00 
1, 596. 00 
1, 843. 00 
3, 154. 00 
6, 460. 00 

18, 724. 50 
50, 274. 00 
86& 953. 50 

127, 081. 60 
169, 337. 50 
383, 543. 50 
699, 668. 50 
815, 793. 50 

1, 680, 293. 50 
4, 273, 793. 60 

338. 00 
9o. 0O 

190. 00 
285. 00 
380. 00 
589. 00 
798. 00 

1, 045. 00 
1, 292. 00 
1, 577 00 
1& 862. 00 
2, 185. 00 
4, 047. 00 
9, 082. 00 

24, 795. 00 
63, 127. 50 

105, 383. 50 
148, 124, 00 
191, 339. 50 
407, 464, 50 
623, 689. 50 
839& 714. 50 

1, 704, 214. 50 
4, 275, 009. 00 

819. 00 
38. 00 
76. 00 

114. 00 
190. 00 
266. 00 
342. 06 
893. 00 

2, 622. 00 
6, 070. 50 

12, 853. 50 
18& 430. 00 
21, 042. 50 
22, 002. 00 
23, 921. 00 
23, 921. , 00 
23, 921. 00 
23, 921. 00 

1, 206. 50 

3. 33 
5. 00 
7. 8f 
9. 63 

13. 70 
16. 67 
18. 56 
28;31 
40. 59 
32. 42 
25. 57 
21. 73 
16. 56 
12. 99 

3. 99 
2. 93 
1. 42 
. I 

l Entire income reported by husband on joint return. 
Source: Staff of the Joint Committee on Internal Revenue Taxation. 

While the lack of geographical equalization in the treatment of the income of 
married couples has been recognized for a long time, circumstances have ariseh 
recently which necessitate immediate action. For a good many years the income 
tax advantages incident to the community-property system wehe confined to eight 
States. " In each of these community property antedated the enactment of the 
Federal income tax. In each, the use of this particular form of law could be 
traced to Spanish or French antecedents. 

Recently, however, a number of States have shifted from the common-law to 
the community-property svstem. In these cases benefits under the Federal income 
tax which residents of the State would obtain under the community-property 
system were largely responsible for the abandonment of common law. After dns 
false start, Oklahoma joined the commuuity-property group in 1945. Oregon 
Michigan, Nebraska, and pennsylvania were added to the list in 1047. Howevei; 
the Pennsylvania law has since been found to be unconstitutional. 

The geographical differences in the impact of the individual income tax result- 
ing from the fact that 12 States use community property raises a serious problem, 

"Arizona, California, Idaho, Louisiana, Nevada, New Mexico, Texas, and Washington 



but the fact which makes action at the present session imperative is the potential 
raphi extension of community property to a large number of other commondaw 
States. The adoption of community property has been advocated widely in spite 
of a growing awareness of the substantial differences between community propertV 

~ and common law which makes a transition from one system to the other extremely 
difiicult. It is now recognized that this transition will be a period of extreme 
confusion during which the courts, the administrative otficials and the legisla- 
ture will be working out the detailed application of a new and stran e system 
of property law. Nevertheless, many responsible State oiiicials have reached the 
conclusion that the difference between the impact of the Federal income tax as it 
applies in community-property anti common-law jurisdictions is so great that 
the use ot' community property can not be avoided. 

This is particularly true in common-law States lying adjacent to community- 
property jurisdictions. In such common-law States there i a lively fear that the 
tax advantages of community property will produce a migration oi' the relatively 
well-to-do, taxpayers. This fear undoubtedly played a major role in the adoption 
of community property by Oklahoma and Oregon, and is an exceptionally strong 
factor in States like Arkansas. But even in cases where such migration is less 
likely, as in biichigan and Pennsylvania, the tax consequences of retaining the 
common law were sufficient to produce legislation. 

Many States are waiting to see what Congress will do about the problem of 
geographical equalization. If the necessary action is not taken, there will be a 
fiood of ill-advised State legislation intended to produce the same results, but 
doing so in a manner which has most unfortunate consequences, not only for the 
taxpayers involved, but also for all the persons who must use or administer the 
property laws of. the States which rush into the community-property system. 

Your committee believes that the best answer to the problem of geographical 
equalization is the'splitting of the combined income of the husband and wife. 
Income splitting is effected under H. R. 4790 bv giving husbands and wives in all 
States the option to file joint returns. In these returns their combined net income 
and their combined exemptions are divided by 2. A tax is computed on this 
basis, and multiplied by 2. 

Income splitting will produce the same result in common-law States which now 
obtains in a community-property State when the entire income of both spouses 
is community income. If, however, spouses in commuuity-property States have 
separate income, this also can be split by electing to file a joint return. Unrler 
existing law, separate income in communitv-property States is taxed in full to the 
spouse who receives it. Thus, the type of solution embodied iu H. P. 4790 benefits 
residents of both common-law and community-property States. 

Geographical equalization in the taxation of married couples also requires an 
adjustment in the standard deduction and in the deduction for unusual medical 
expenses. Under existing law a taxpaver with adjusted gross income of $5, 000 
may elect a standard deduction of $500, or 10 per cent of his adjusted gross income, 
whichever is lesser, instead of itemizing his deductions. In community-property 
States the husband and wife will normally file separate returns. Hence each 
may be eligible for a $500 standard deduction and the couple may claim an aggre- 
gate deduction of $1, 000. To make equal treatment available in commori-law 
States, H. R. 4790 of necessity must provide that a couple electing to split their 
income by filing a joint return is also eligible for a standard deduction of $1, 000, 
or 10 per cent of the adjusted gross income, whichever is lesser. 

The fact that married couples in all States may receive a maximum standard 
deduction of $1, 000 presents a problem of equalizing the treatment accorded mar- 
ried persons with single individuals. To provide equality of tax treatment it is 
necessary to raise the maximum standard deducton for single persons to $1, 000. 
This is done under your committee's bill. 

Under existing law a special deduction is allowed for medical expenditures to 
the extent that they exceed 5 per cent of the taxpayer's adjusted gross income. 
However, this deduction is subject to a ceiling of $1, 250 a year in the ease of a 
taxpayer who claims only one exemption, and $2, 500 if he claims more than one. 
If both parties to a marriage in a community-property State file separate returns, 
each spouse claiming one dependent, the ceiling on their medical deduction is 
$5, 000. If only one claims a dependent, their maximum medical deduction is 
$8, 750. H. R. 4790 raises the ceiling for a married couple filing a joint return 



to $3, 750 if they have one dependent, and $5, 000 if they have two or more. This 
equalizes the treatment in common-law and community-property States. 

Adoption of these income-splitting provisions will produce substantial geo- 
graphical equalization in the impact of the tax on individual net incomes. The 
unfortunate and impetuous enactment of community-property legislation hy& 
States that have long used the common law will be forestalled. The incentive 
for married couples in common-law States to attempt the reduction of their taxes 
by the division of their income through such devices as trusts, joint tenancies, 
and family partnerships will be'reduced materially. Administrative difiicultics 
stemming from the use of such devices will be diminished, and there will be less 
need for meticulous legislatio~ on the income tax treatment of trusts and faun]y 
partnerships. 

B. THE ESTATE AND GIFT TAXES. 

The basic differences between community and common law interpretations of 
property rights have also resulted in geographical ineoualities in the application 
of the estate and gift taxes. Prior to 1942 the taxation of transfers made by 
married persons depended upon the property la. w of the State in which the transfer 
took place. In community-property States only half of the community property 
belonged to one spouse. Hence only half could pass at his death, and only haU 
could be subjected to the estate tax. Similarly, gifts out of community assets 
were regarded as one-half the gift of the husband and one-half the gift of the 
wife. No similar division of assets occurred under common law because, in most 
cases, practically all the property was the husband's under State law. Since 
both estate and gift taxes have sharply progressive rates and are equipped with 
large exemptions, the consequence was a substantially lower tax on transfers ia 
community-property States than on transfers of similar size in common-law States, 

In 1942 the Congress attempted to produce more nearly equal results. Amend- 
ments were passed which provided that in community-property States the entire 
community property was to be treated as the estate of the first spouse to die, 
except such portion as could be shown to have been received "as compensation 
for personal services actually rendered" by the surviving spouse, or derived 
originally from such compensation, or from the separate property of the surviving 
spouse. The application of this rule in community-property States was subject 
to the limitation that the estate of the first of the spouses to die was never to be 

less than the value of the property over which that spouse had a testamentary 
power of disposition. This meant that the esto. te of the spouse who died first 
could never be less than one-half of the community property. 

The Revenue Act of 1942 ma. de a similar amendment in the gift tax. Hence- 
forth all gifts out of community property were to be taxed as though they had 
been ma. de by the husband, unless it could be established that the assets trans- 
ferred had been received by the wife as "compensation for personal services 
actually rendered " or derived from her separate property. 

Unfortunately, the 1942 amendments did not produce complete geographical 
equalization. Cases exist in which transfers of community property are taxed 
more heavily than transfers under common law. Conversely, there are instances. 
in which transfers in the common-law States are taxed more heavily. 

A case in point occurs when the husband dies first, leaving his entire estate to 
his wife, who in turn on her death leaves her entire estate to a child. Undhr 

common law i. he husband can give his wife a life estate in the property, providing 
in his will that upon her death the assets go to the child. Here an estate. tax 
would be due upon the death of the husband, but there would be no tax upon the 
death of the wife. Under community property the husband can place only his 

half of the community property in a similar life estate for the benefit of his wife, 

Thus, in the corumunity-property State the whole estate would be subject to tax 
upon the husband's death, just as in the common-law State, but at the death of 
the wife there would be an additional tax upon her share of the community 

property. " 
Another example is provided by the case in which a wife dies first, leaving her 

rights in the community assets to her husband, who in turn leaves the entire corn. 

'" The assumption ia made here that the wife's death occurred more than five years after 
the death uf the husband. 
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munity to a surviving child. Under the 1942 amendments there would be a tax 
on one-hall'. the community at the time of the wife's death, and a tax on the entire 
community at the death of the husband. " Under similar circumstances in a 
common-law State there is apt to be little or no tax due at the death of the wife, 
since most of the family assets will be the husband's property. 

A case in which the transfer in the common-law State is taxed more harshly 
occurs when the wife dies first, and most of the property belongs to the husband. 
Under common law there would be no tax due on the wife's death and the entire 
property would be taxable at the death of the husband. If these same assets were 
community property, one-half would be taxable at the death of the wife and the 
other at the death of the husband. Because the rates applied are progressive 
and the exemption substantial, the result is a larger aggregate tax in the common- 
law States than in community-property jurisdictions. 

Exception also has been taken to the so-called " tracing problem. " This arises 
under the 1942 amendments because of the need for identifying the portions of 
the community contributed by each sp'ouse. Establishing the fact that particular 
assets derived from "compensation for personal services actuallv rendered by 
the survivor" is particularly difiicult. Moreover, the precise interpretation of 
"compensation" which the Bureau of Internal R'evenue will apply in a given 
situation is by no means clear. Under the 1942 amendment this tracing problem 
is of far larger dimensions in community-property States than in common-law 
jurisdictions, where it is limited primarily to joint tenancies, tenancies by the 
entirety, and joint bank accounts. 

Your committee does not believe that a satisi'actory solution to the problem oi' 
geographical equalization can be reached by the tactics applied in the 1942 amend- 
ments. Hence the repeal of these amendments is recommended, effective with 
the enactment of this bill. Your committee would be unwilling, however, to repeal 
the amendments without corrective legislation. Repeal alone would reproduce 
the pre-1942 conditions which are even further from equalization than existing 
law. 

With the repeal of the 1942 amendments your committee recommends an appli- 
cation of the "splitting" technique used under the income tax. This provision 
is not contained in the bill which is being reported, but will be covered by a iioor 
amendment. In the ease of the estate tax, "splitting" means an exemption 
in common-law States of up to one-half of the decedent's estate if it passes 
outright to the surviving spouse. No such exemption is needed for community 
property since, in the absence of the 1942 amendments, the decedent will be 
taxable on only one-half the community assets. However, the exemption will 
apply in community-property States to separate property of the decedent which 
pa. sses to his surviving spouse. 

This "splitting" technique is also applied under the gift tax. In the case 
of gifts between spouses (other than the donor's interest in community property) 
this technique requires that only one-half the value of the gift be taxed since 
under the "splitting" technique the donee spouse in effect already owned one- 
half of the property. When a gift is made to some one other than a spouse, the 
husband and wife may elect to have the gift treated as though each had made 
one-half of the gift. 

The amendments to the estate and gift taxes contained in H. R. 4790 (includ- 
ing the committee amendment) will produce approximate geographical equality 
in these taxes just as the income-splitting amendment will in the case of the 
income tax. 

IX. STATIsTIGAL DATA RELATINQ To H. R. 4790. 

The reduction in income tax liabilities resulting from the various provisions 
of H. R. 4790 is shown in table XII. These estimates are based on an assumed 
personal income of $209 billion. The percentage tax reductions account for 57 
per cent of the total, and the increase in exemptions for 81 per cent. It should 
be borne in mind that a large part of the reduction of $601 million resulting 
from "income splitting" will occur whether or not H. R. -4790 is enacted. Quite 
a few of the States, including some of the largest, have indicated their inten- 
tion to adopt community property if provision for income splitting is not made 
by the Federal Government. 

rs The assumption is made here that the wife's death oeeurred more than Sve vears at'ter 
the death of the husband. 
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TABI, E XII. — Distribution of the reduction in income taa IiabiRties resultinfJ from 
the various provisions of H. R. 'f4790. 

[Assuming personal income of $209 billion. ] 

In billions 
of dollars. 

In per 
cent of 
total. 

Increase in the per capite, exemption to $600 
Additional exemption for persons over 05 
Special provision for the blind 
Allowing married couples to split their incomes 
Increase the standard deduction ~ 

Percentage reductions 

$2, 010. 2 
164. 6 

. 1 
601. 2 

69. 7 
8, 713. 5 

30. 7 
2. 5 

9. 2 
. 9 

56. 7 

Total decrease in tax liabilities under H. R. 479!L 6, 549. 3 100. 0 

~ This includes the reduction [n tax liabilities for married couples as wefi as single individuals 
Source: Sta!I of the Joint Committee on Internal Revenue Taxation. 

Table XiII compares the distribution of the individual income tax liability 
under present law with that under H. R. 4790, and shows the reduction in in- 
come tax liability under H. R. 4790. These data are distributed according to the 
income classes for which H. R. 4790 provides percentage tax reductions, and are 
calculated on the basis of an assumed income of $209 billion. The table indi- 
cates that 72 per cent of the reduction under your committee's biRI gdes to indi- 
viduals with net incomes after exemptions of $4, 000 or less. About 46 per cent 
of the reduction goes to individuals with net incomes after exemptions, which are 
below $1, 400. 

Table XIV compares the estimated distribution among various income classes 
of the number of taxpayers and the estimated tax liability under present law 
and under H. R. 4790, and shows the decrease in tax liability under H. R. 
4790. This table, like ta'oles XII a. nd XIII, is based on an assumed personal 
income of $209 billion. 

Table XV presents the tax burdens for various net-income levels (after deduc- 
tions but before exemptions). It shows the amount of tax payable under present 
law and under H, R. 4790. There are eight parts to table XV, showing the tax 
burdens under different assumptions as to marital status, number of dependents, 
and the distribution of income between the partners to the marriage. All parts 
of table XV are calculated under the assumption that neither the taxpayer nor 
his spouse is over 05 years of age. 

TABLE XIII. — Comparison of the individual income tax liability in a frill year of 
operation under present late tcith that under II. R. 27790 by income classes to 
tchich the percentage tax reductions apply. 

[A. ssuming personal income of $209 billion. ] 

Net income after personal exemption and credit for 
dependents. 

Tax liability under— Reduction in lisbnity 
under H. R. 4790. 

Present 
law. H. R, 4 90 

Persons 
Amount. s, ge dis- 

tribution, 

$0 — $1, 000 
$1, 000-$1, 396 
$1, 396-$4, 000 

Total under $4, 000 
$4, 000 and over 

Qrand total 

Mr!hans oj 
dollars. 

2, 955. 9 
4, 030. 5 
5, 000. 9 

Millions oj 
dollars, 

1, 593. 0 
2, 397. 1 
3, 294. 2 

Mll!fons of 
dollars. 

1, 362. 9 
1, 633. 4 
1, 706. 7 

11, 987. 8 
9, 293. 2 

7, 284. 3 
7, 446. 9 

4, 703. 0 
1, 846. 8 

6, 549. 3 21, 280. 5 14, '!31. 2 

20. 81 
24. 94 
26. 06 

71. 31 
28. 19 

Source: Staff of the Joint Committee on internal Revenue Taxation. 
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TASLS XIV. — Comparison of the indivirtnat income tag liabilittf in a full tfear of 
operation under present late tpith that under H. It 4700 

[Assuming personal incomes of $209 billion. ] 

Net income class (before per- 
sonal exemption and credit 
for dependents). 

Estimated number of 
taxpayers under— 

Estimated tax liability 
undel 

Reduction In tax Ii- 
abinty under H. R. 
4790. 

Present 
law. 

Present 
law. H. R. 4790. Amount. 

Porcent- 
age dis- 

tribution. 

$0-$1, 000. 
$1, 000-$2, 000 
$2, 000 — $3, 000 
$3, 000-$4, 000. 
$4, 000-$5, 000 

Thousands. 
2, 798. 7 

18, 014. 8 
17, 199. I 
9, 066. 8 
5p 225. 3 

Thousands. 
2, 591, I 

14, 764. 9 
14, 836. 9 
7, 961. 7 
4, 751. 0 

Millions of 
dollars. 

244. 7 
a 670. 7 
3, 987. 9 
2, 662. 2 
2, 400. 4 

Wilffons of 
dollars. 

100. 0 
1, 543. 4 
2, 355. I 
I, 658. 8 
I, '617'. 6 

Millions of 
dollars. 

144. 7 
1, 127. 3 
1, 632 8 
1, 003. 4 

782. 8 

2. 21 
17. 21 
24. 93 
15. 32 
11. 95 

Total under $5, 000 62, 304. 7 44, 905. 6 11, 96a 9 'l, 274. 9 4, 691. 0 71. 62 

5, 000-$10, 000 
10, 000 — $25, 000 
25, 000 — $50, 000 
50, 000-$100, 000. 
100, 000-$300, 000 
300, 000 — $500, 000 
500, 000-$1, 000, 000 
1, 000, 000 and over. 

I, 577. 9 
672. I 
128. 3 
36. 2 
8. 6 
. 8 
. 4 
. 1 

1, 576. 9 
672. I 
128. 3 
36. Z 
S. 6 
. 8 
. 4 
. 1 

1, 691. 8 
2, 606. 9 
Z, 130. 2 
1, 408. 8 

974. 6 
227. 7 
149. 0 
125. 6 

1, 238. 5 
2, 029. 5 
1. 731. 6 
I, 172. I 

840. I 
200. 4 
131. 5 
112. 4 

453. 3 
577. 4 
398. 6 
236. 7 
134. 5 
27. 3 
17. 5 
13. 2 

6. 92 
8. 82 
6. 09 
3. 61 
2. 05 
. 42 
. 27 
. 20 

Total over $5, 000 

Grand total 

2, 424. 4 2, 423. 4 9, 314. 6 

54, 728. 9 47, 329. 0 21, 280. 6 

7, 4o6. I 

14, 731. 2 

1, 858. 3 28. 38 

6, 549. 3 100. 0 

Source: Staff of tbe Joint Committee on Internal Revenue Taxation. 

Since individuals aged 66 and over receive an arlditional $600 exemption, 
their tax burdens differ froiu those shown in table XV. Tables XVI A and B 
show the tax burdens under exisiting law and H. R. 4700 for a single person 65 
years of age and over and a married couple with no dependents. The latter table 
is calculated on the assumptions that both spouses are over 65 and that all the 
income is earned by one of them. 



TARLE XV-A. — Comparison of lndiaidual income taa ender present late and 
II. R. $790 (Kntttson bill). 

SINGLE PERSON — NO DEPEiVDENTS. 

Net income before personal exemption. 

A. mount of tax. Tax reduction under 
H. R. 4790. 

Present law. H. R. 4790. Amount. Per cent. 

5oo 
600 $ 

$ 
8 

$ 
8 
$ 
$ 

$ 

8 
$ 
$ 

8 
$ 

$ 

$ 
$ 
$ 
$ 
$ 
$ 
$ 

8 
8 

8 

$ 
$ 

$ 
$ 
$ 

700 
750 
BOO 

900 
], 000 
1, 200 
1, 500 
1, 800 
2, 000 
2& 500 
3, 000 
4, 000 
5, 000 
6, 000 
7, 000 
8, 000 
O, OOO 

10, 000 
] 1, 000 
12, 000 
13, 000 
] 4, 000 
15, 000 
20, 000 
25, 000 
30, 000 
40, 000 
50, 000 
60, 000 
70, 000 
80, 000 

$90, 000 
]00, 000 
150, 000 
200, 000 
250, 000 
300, 000 
400, 000 
500, 000 
750, 000 
1, 000, 000 . 
2, 000, 000 
5, 000, 000 

$19. 00 
38. 00 
47. 50 
57. 00 
76. 00 
95. 00 

133. 00 
190. 00 
247. 00 
28A 00 
380. 00 
484. 50 
69a 50 
921. 50 

1, 168. 50 
1, 434. oo 
1, 719. 50 
2, 023. 50 
2, 346. 50 
2, 6SS. 50 
3, 049. 50 
3, 434. 25 
3, 842. 75 
4, 270. 25 
6, 645. 25 
9, 362. 25 

12, 264. 50 
18, 425 25 
25, 137. 00 
32, 247. 75 
39, 643. 50 
47, 324. 25 
55, 290. 00 
63, 540. 75 

105, 806. 25 
148, 551. 50 
191, 771. 75 
234, 996. 75 
321, 446. 75 
407, 896. 75 
624, 021. 75 
840, 146. 75 

1, 704, 646. 75 
4, 275, 000. 00 

$13. 30 
19. 95 
26. 60 
39. 90 
53. 20 
79. 80 

119. 70 
173. 00 
2]2. '80 
288. 80 
370. 88 
538. OB 

727 32 
949. 62 

1, 18a 60 
1, 442. 10 
1, 712. 28 
2, 002. 98 
2, 307. 36 
2, 632. 26 
2, 974. 26 
3, 341. 91 
3, 723. 24 
5, 855. 61 
8, 295 78 

10& 905. 24 
16, 443. 93 
22, 481. 94 
28, 879. 05 
35, 532. 66 
42, 442. 77 
49, 609. 38 
57, 032. 49 
95, 069. 73 

133, 539. 60 
172, 436. 97 
211. 339. 47 
289, 144. 47 
366, 949. 47 
56], 461. 97 
755, 974. 47 

1, 534, 024. 47 
3, 850, 000. 00 

$19. 00 
24. 70 
27. 55 
30. 40 
Ba 10 
41. 80 
53. 20 
70. SD 
74. 00 
72. 20 
91. 20 

]13. 62 
155. 42 
194. 18 
218. 88 
248. 90 
277. 40 
3]1. 22 
343. 52 
381. 14 
417. 24 
459. 99 
500. 84 
547. 01 
789. 64 

1, 066. 47 
1, 359. 26 
1, 981. 32 
2, 65a 06 
3, 368. 70 
4, 110. 84 
4, 881. 48 
5, 680. 62 
6, 508. 26 

10, 736. 5&2 

15, 011. 90 
19, 334. 78 
23, 657. 28 
32, 302. 28 
40, 947. 28 
62, 559. 78 
84, 172. 28 

170, 622. 28 
425, 000. 00 

100. 05 
65. 00 
58. 00 
53. 33 
47. 50 
44. IN 

40. IN 

37. IN 

29. 96 
25. 33 
24. 00 
23. 45 
22. 41 
21. 07 
18. 73 
17. 35 
16. 13 
15. 38 
14. 64 
14. 18 
13. 5S 
13. 39 
13. fs 
12 81 
11. SS 
1. 1. 39 
1]. 03 
10. 75 
10. 56 
10. 45 
10. 37 
10. 3] 
]a 27 
10. 24 
10. 15 
10. 11 
10 08 
10. 07 
10. 05 
10. 04 
10. 93 
10. D2 

10. 0] 
9. 94 

Source: Staff of tbc Jo]nt Committee on Internal Revenue Taxation. 

Table XVII shows the amount of spendable income remaining after tax under 
present law and H. IL 479(). The amount of spendable income remaining is 
shown by net-income classes (after deductions but before exemptions) and is 
also expressed as a per cent of net income. Table XVII — 4 relates to a single 
person with no dependents and XVII — B to a married person with no dependents 
(it being assumed that the entire income is earned by one spouse). Table IX, 
which appears in Section VI above, shows the effects of H. It. 4790 on the spendable 
income of a married person with two dependents (the e»iire income being earned 
by one spouse). 



TARLE XV — P. — Comparison of . individual income tax under 
O'. R. f7790 (Enutson Dill). 

SINGLE PERSON — ONE DEPENDENT. 

present 

Net income before personal 
exemption. 

Amount of tax. Tax reduction uuder 
H. R. 4790. 

Present law. H. R. 4790. Amount, Per cent. 

1, 000 
$ 
$ 
$ 
$ 

$ 
$ 

f 
$8 

$ 
$ 
$ 
$ 
$ 

$3 
$40 
$ 
$ 
$ 
$80 
$ 

$ 
$ 

$30 
$40 
$ 
$ 
$ 
$ 
$ 

1, 200 
1, 500 
1, 800 
2, 000 
2, 500 
3, 000 
4, 000 
5, 000 
6, 000 
7, 000 
, 000 

9, 000 
10, 000 
11, 000 
12, 000 
13, 000 
14, 000 
15, 000 
20, 000 
25. 000 
0, 000 

, 000 
50, 000 
60, 000 
70, 000 

, 000 
90, 000 
100, 000 
150, 000 
200, 000 
250, 000 

0, 000 
0, 000 

500, 000 
750, 000. 
1, OOO, OOO 

2, 000, 000 
5, 000, 000 

$38. 00 
95. 00 

152. 00 
190. 00 
285. 00 
380. 00 
589. 00 
798. 00 

1, 045. 00 
1, 292. 00 
1, 577. 00 
1, 862. 00 
2, 185. 00 
2, 508. 00 
2, 869. 00 
3, 230. 00 
3, 638. 50 
4, 047. 00 
6, 398. 50 
9, 082. 00 

11, 970. 00 
18, 097. 50 
24, 795. 00 
31, 891. 50 
39, 273. 00 
46, 939. 50 
54, 891. 00 
63, 127. 50 

105, 383. 50 
148, 124. 00 
191, 339. 50 
234, 564. 50 
321, 014. 50 
407, 464. 50 
623, 5S9. 50 
839, 714. 50 

1, 704, 214. 50 
4, 275, 000. 00 

$39. 90 
79. 30 

106. 40 
193. 00 
273. 60 
437. 76 
604. 96 
816. 24 

1, 038. 54 
1, 288. 20 
1, 544. 70 
1, 828. 56 
2, 119. 26 
2, 437. 32 
2& 762. 22 
3, 121. 32 
3, 488. 97 
6, 5S3. 72 
7, 993. 11 

10, 587. 18 
16, 089. 96 
22, 112. 58 
23, 494. 30 
85, 132. 62 
42, 027. 24 
49, 17S. 46 
56, 586. 18 
94, 613. 16 

133, 077. 90 
171, 970. 14 
210, 872. 64 
288, 677. 64 
366, 482. 64 
560, 995. 14 
755, 507. 64 

1, 533, 557. 64 
3, 850, 000. 00 

$38. 00 
55. 10 
72. 20 
83. 60 
92. 00 

106. 40 
151. 24 
193. 04 
228. 76 
253. 46 
288. 80 
317. 30 
356. 44 
388. 74 
431. 68 
467. 78 
5r7. 18 
558. 03 
809. 78 

1, 088. 89 
1, 382, S2 
2& 007. 54 
2, 682. 42 
3, 397. 20 
4, 140. 48 
4, 912. 26 
5, 712. 54 
6, 541, 32 

10, 770, 34 
15, 046. 10 
19, 369. 36 
23, 691. 86 
32, 336. 86 
40, 981. 86 
62, 594. 36 
S4, 206. 86 

170& 656. 86 
425, 000. 00 

100. 00 
58. 00 
47. 50 
44. 00 
32. 28 
28. 00 
25. 68 
24. 19 
21. 89 
19. 6Z 
18. 31 
17. 04 
16. 31 
15. 50 
15. 05 
14. 48 
14. 22 
13. 79 
12. 67 
11. 99 
11. 55 
11. 09 
10. 82 
10. 65 
10. 54 
10. 47 
10. 41 
10. 36 
10. 22 
10. 16 
10. 12 
10. 10 
10. 07 
10. 06 
10. 04 
10. 03 
10. 01 
9. 94 

Source: Staff of the Joint Committee on Internal Revenue Taxation 

796590' — 4S 18 
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TABLE XV — C. — Comparison cf inidividuai income gear ender preseng gate and 
H. R. Jf790 (, Xnugson biII). 

MA. RRIED PERSON — NO DEPENDENTS — ENTIRE INCOME EARNED BY ONE SPOUSE. 

Combined net income before personal 
exemption. 

Amount of tax. Tsx reduction under 
H. R. 4790. 

Present lsvr. H. R. 4790. Amount. Per cent. 

$1, 000 
Sl, gon 
$1, 5GO 

$1, 8CO 
$2', oon 
$2, 5cn. 
$3, oon 
$4, cco 
$5, 000 
$6, 'noo 

$7, 000 . 
$8, 000 
$9, 000 
$1G, GGO 

$11, 000 
$12, OCO 

$13, GOO 

$14 Con 
$15, GOC 

sgn, oon 
$25, COO 

$3C, OGO 

sso, oon 
$50, COG 

$60, 000 
$7G, OGO 

$80, 000 
$9G, CGG. 
$100, 000 
$150, 000 
$2NI, COG 

$25&0, 000 
E&oo, ooo. 
$4OC, OOO 

f&oOG, OGO 

$750, 000 
$1, 000&nnn 
$2, 000, 000 
$5, 'ooc, 'Coo . . 

$38. 00 
95. 00 

152. 00 
190. 00 
285. 00 
380. 00 
589. 00 
798. 00 

1, 045. 00 
1, 292. 00 
1, 577. 00 
1, 862. 00 
2, 185. 00 
2, 508. 00 
2, 869. 00 
3, 230. 00 
3, 638. 50 
4, 047. Cn 
6, 393. 50 
9, 082. 00 

11, 970. 00 
18, 097. 50 
24, 795. 00 
31, 89L 50 
39, 273. 00 
46, 939. 50 
54, 891. 00 
63, 127. 50 

105, 383. 50 
148, 124. Gn 

191, 339. 50 
234, 5&64. 50 
321, 014. 50 
407, 464. 50 
623, 589. 50 
839, 714. 50 

1, 704, 214. 50 
4, 275, 000. 00 

$39. 90 
79. So 

1OG. 
' 

4O 
172 gn 
239. 40 
425. 60 
577. 60 
741. 76 
908. 96 

1, 0?6. 16 
1, 243. 36 
1, 454. 64 
1, 676. 94 
1, 899. 24 
2, 121. 54 
2& 371. 20 
2, 627. 70 
4, 005. 96 
5 589 42 
7, 446. 48 

11, 711. 22 
16, 591. 56 
21, 810. 4S 
27, 234 60 
32, 887. 86 
38, 807. 88 
44, 963. 88 
77, 960. 04 

114, 064. 98 
152, 091. 88 
190, 139. 46 
267, 079. 20 
344, 873. g4 
539, 3SG. 44 
733, 898 94 

1, 511, g48. 94 
3, 846, O98. O4 

$38. 00 
55. 10 
72. 20 
83. 60 

112. 10 
140. 60 
163. 40 
220. 40 
303. 24 
383. 04 
500. 84 
618. 64 
730. 36 
831. 06 
969. 76 

1& 108. 46 
1, 267. 30 
1, 419. 30 
2, 387. 54 
3, 492. 58 
4, 523. 52 
6, 386. 28 
8, 203. 44 

10, G81. 02 
12, 038. 40 
14, Ool. 64 
16, 083. 12 
18, 163. '62 
27, 423. 46 
34, OM. 02 
39, 247. 62 
44, 425. 04 
53, 935. 30 
62, 590. 56 
84, 203. 06 

ln5, 815. 56 
192, 265. 56 
42S, 901. CG 

190. Og 

53. 09 
47. 59 
44. 99 
39. 33 
37. I 
27. 74 
27. 32 
29. 92 
29. 55 
31. 76 

33. 43 
33. 14 
33. 39 
34. 32 
34. 33 
35. 0? 
37. 34 
33. 46 
3?. 79 
35. 29 
33. IS 
81. 61 
30. 65 

26 69 
22. 69 
20. 51 
18 94 
ilk Sl 
15. 36 

12. 69 
11. 23 
10, 93 

Source: Staff of the Joint Committee on Internal Revenue Taxation. 



. TAELE XV-D. — tJomparison of individual income taa under present tate anrt 
H. R. $790 (Entttson Mtt). 

MARRIED PERSON — NO DEPENDENTS — WITH INCOME DIVIDED AS FOLLOWS: 
70 PER CENT AND 30 PER CENT. 

Combined net income before personal 
exemption. 

Amount of tax. Tax reduction under 
H. R. 4790. 

Present law. H. R. 4790. Amount. Per cent. 

1 OGO 

$1, 200 
$1, 5 
$1, 8 
$2, 0 
$2, 500 
$3, 000 
$4, 0 
$5, 0 
$6, 000 
$7, 00 
$8, 000 
$9, 0 
$10 
$11 
$12 
$13 
$14 
$15 
$20 
$25 
$30 
$40 
$50 
$60 
$70 
$80 
$I}0 
$10 
$15 
$20 
$25 
$30 
$40 
$50 
$750 
$1, 0 
$2, 0 
$5, 0 

I 

00. 
00 
00 

00 
00 

0 

00 
, 000 
, 000 
, 000 
, 000 
, 000. 
, 000 
, 000. 
, 000 
, 000 
, 000 
, 000 
, 000 
, 000. 
, 000 
, 000 
0)000 
OJOOO 

0, 000 
0, 000 
0, 000 
0, 000 
0&000 

, 000 
00, 000 
00, 000 
00, 000 

-a 

$38. 00 
95. 00 

152. 00 
190. 00 
285. 00 
380. 00 
575. 70 
779. 00 
982. 30 

1, 200. 80 
1, 430. 70 
1, 664. 40 
1, 919. GO 

2, 181. 20 
2, 443. 40 
2, 728. 40 
3, 017. 20 
3, 306. 00 
5, 011. 25 
Op 992. 00 
9, 186. 50 

14, 136. 00 
19, 551. 00 
25, 388. 75 
31, 616. 00 
38, 199. 50 
44, 954. 00 
51, 908. 00 
89, 475. 75 

129, 599. 00 
170, 653. 25 
212, 481. 75 
298, 148. 00 
384, 028. 00 
599, 668. 50 
815, 793. 50 

1, 680, 293. 50 
4, 264, 896. 75 

$39. 90 
79. 80 

106. 40 
172. 90 
239. 40 
425. 60 
577. 60 
741. 76 
908. 96 

1, 076. 16 
1, 243. 36 
1, 454. 64 
1, 676. 94 
1, 899. 24 
2, 121. 54 
2, 371. 20 
2, 627. 70 
4, '005' . 96 
5p 589. 42 
7, 446. 48 

11, 711. 22 
16, 591. 56 
21, 810. 48 
27, 234. 60 
32, 887. 86 
38, 807. 88 
44, 963. 88 
77, 960. 04 

114, 064. 98 
152, 091. 88 
190, 139. 46 
267, 079. 20 
344, 873. 94 
539, 386. 44 
733, 898. 94 

1, 511, 948. 94 
3, 846, 098. 94 

$38, 00 
55. 10 
72. 20 
83. 60 

112. 10 
140. 60 
150. 10 
201. 40 
240. 54 
201. 84 
354. 54 
421. 04 
464. 36 
504. 26 
544. 16 
606. 86 
646. 00 
678. 30 

1, 005. 29 
. 1, 402. 58 
1, 740. 02 
2, 424. 78 
2, 959. 44 
3I 578. 27 
4, 381. 40 
5, 311. 64 
6, 146. 12 
6, 944. 12 

11, 515. 71 
15, 534. 02 
18, 561, 37 
22, 342. 29 
31, 068. 80 
39, 1M. 06 
60, 282. 06 
81, 894. 56 

168, 344. 56 
418, 797. 81 

58. 00 
47. 50 
44. 00 
39. 33 
37. 00 
26. 07 
25. 85 
24. 49 
24. 30 
24. 78 
25. 30 

23. 12 
22. 27 
22. 24 
21. 41 
20. 52 
20. 06 
20. 06 
18. 94 
17. 15 
15. 14 
14. 09 
13. 86 
13. 90 
13. 67 
13. 38 
12. 87 
11. 99 
10. 88 
10. 51 
10. 42 
10. 20 
10. 05 
10. 04 
10. 02 
9. 82 

Source: Staff of the Joint Committee on Internal Revenue Taxation. 
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TABLE XV — Li'. — Comparison of individual income tan under Ilresent lato aft& O'. R. J7790 (Xnutson bill). 
MARRIED PERSON — NO DEPENDENTS — WITH INCOME DIVIDED AS POLLOWB 

50 PZR CENT AND 50 PER CENT. 

Combined net income before personal 
exemption. 

Amount of tsx. Tax reduction under 
H. R. 4790. 

Present 1sw. H. R. 4790. Amount Per cent 

$1, 000 
$ 
$ 
$ 
$ 
$ 

$ 
3 
$ 

$ 
$ 

$ 
3 
$ 

$ 
'8 

3 
3 

3 
$ 
$ 

1, 000, 000. 
2, 000, 000 
5, OOO, DQQ 

1, 200. 
1, 500 
1, 800 
2, 000 
2, 500 

$3, 000 
$4, 000 

5, 000 
6, 000 
7, 000 

$8, 000 
9, 000 
10, 000 
11, 000 
12, 000 
13, 000 
14, 000 
15, 000 
20, 000 
25, 000 
30, 000 
40, 000 
50, 000 
60, 000 
70, 000-- 
80, 000 
90, 000 
100, 000 
150, 000 
200, 000 
250, 000 

$300, 000 
$400, 000 

500, 000 
750, QQO 

$38. 00 
95. 00 

152. 00 
190. 00 
285. 00 
380. 00 
570. 00 
760. 00 
969. 00 

1, 178. OD 

1, 387. 00 
1, 596. 00 
1, 843. 00 
2, 090. 00 
2, 337. 00 
2, 584. 00 
2, 869. 00 
3, 154. 00 
4, 693. 00 
6, 460. 00 
8, 540. 50 

13, 290. 50 
18, 724. 50 
24, 529. 00 
30p 561. 50 
36, 850. 50 
43, 434. 00 
50, 274. 00 
SG, 953. 50 

127, 081. 50 
169, 337. 50 
211, 612. 50 
297, 103. 00 
383, 543. 50 
599, 66S. 50 
815, 793. 50 

1 680, 293 50 
4, 273, 793. 50 

$39. 90 
79. 80 

106. 40 
172. 90 
239. 40 
425. 60 
577. 60 
741. 76 
908. 96 

1, 076. 16 
1, 243. 36 
1, 454. 64 
1, 676. 94 
1, 899. 24 
2, 121. 54 
2, 371. 20 
2, 627. 70 
4, 005. 96 
5, 589. 42 
7, 446. 48 

11, 711. 22 
16, 591. 56 
21, 810. 43 
27, 234. 6D 
32, 887. 86 
38, 807. 88 
44, 963. 88 
77, 960. 04 

114, 064. 98 
152, 091. 88 
1QO, 139. 46 
267, 079. 20 
344, 873. 94 
539, 386. 44 
733, 898. Q4 

I, 511, 948. 94 
3, 846, 098. 94 

$38. 00 
55. 10 
72. 20 
83. 60 

112. 10 
140. 60 
144. 40 
182. 40 
227. 24 
269. 04 
310. 84 
352. 64 
38S. 86 
413. 06 
437. 76 
462. 46 
497. 80 
526. 30 
687. 04 
870. 58 

1, 094. 02 
1, 579. 2& 
2, 132. 94 
2, 718. 52 
3, 326. 90 
3, 962. 64 
4, 626. 12 
5, 310. 12 
8, 993. 46 

13, 016. 52 
17, 245. 62 
21, 473. 04 
30, 023. 80 
38, 669. 56 
60, 282. 06 
Bl, S94. 56 

168, 344. 56 
427, 694. 56 

100. 05 
R05 
47. 55 
44. 50 
39. 35 
37. 05 
25. 35 
24. 50 
23. 45 
22. 84 
22. 41 
23. 10 
21. 07 
19. 75 
18. n 
17. 55 
17. 35 
15. 59 
14. 54 
13. 48 
12. 81 
11. 33 
11. 39 
11. 08 
ill 39 
10. 75 
10. 55 
10. 54 
10. 34 
10. 24 
10. 13 
10. 15 
10. 11 
10. 55 
10. 05 
10. 04 
10. 03 
10. 01 

Source: Staff of tbe Joint Committee on Internal Revenue Taxation. 
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. TaffLE XV — F. — C'omparison of indiuidtfal income tace ender present law and 
II. R. Jf790 (Xntftson bill). 

MARRIED PERSON — 2 DEPENDENTS — ENTIRE INCOME EARNED BY ONE SPOUSE. 

Combined net income before personal 
exemption. 

Amount of tax. Tax reduction under 
H. R. 4790. 

Present law. H. R. 4790. Amount. Per cent. 

2, 000 
$ 
$3 

$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 

$ 
$ 
$ 
$ 

$ 
$ 
$ 

$ 
$ 
$ 
8 

2, &00 

, 000 
, 000 

5, 000 
6, 000 
7, 000 
8, 000 
9, 000 
10, 000 
11, 000 
12, 000 
13&000 
14, 000 
15, 000 
20, 000 
25, 000 

0&000 
40, 000 
50, 000 
60, 000 
70&000 
80, 000-- 
90, 000 
100, 000 
150, 000 
200, 000 
250, 000 
300, 000. 

0, 000 
500, 000 
750, 000 
1&000, 000 
2, 000, 000 
5, 000, 000 

795. 00 
190. 00 
380. 00 
589. 00 
798. 00 

1, 045. 00 
1, 292. 00 
1, 577. 00 
1& 862. 00 
2, 185. 00 
2, 508. 00 
2, 869. 00 
3, 230. 00 
3, 538. 50 
5, 890. 00 
8, 521. 50 

11, 381. 00 
17, 442. 00 
24, 111. 00 
31, 179. 00 
38, 532. 00 
46, 170. 00 
54, 093. 00 
62, 301. 00 

104, 538. 00 
147, 269. 00 
190, 475. 00 
233, 700, 00 
320, 150. 00 
406, 600. 00 
622, 725. 00 
838, 850. 00 

1, 703, 350. 00 
4, 275, 000. 00 

$13. 30 
79. 80 

212. 80 
386. '00 
547. 20 
708. 32 
875. 52 

1& 042. 72 
1, 209. 92 
1, 410. 18 
1, 632. 48 
1, 854. 78 
2, 077. 08 
2, 319. 90 
3, 657. 12 
5, 199. 54 
6, 977. 94 

11, 167. 44 
15, 98' 22 
21, 174. 36 
26, 567. 70 
32, 179. 92 
88, 079. 42 
44, 225. 16 
77, 128. 98 

113, 172. 36 
151, 178. S2 
189, 226. 32 
266, 155. 80 
343, 94'. t. 28 
538, 452. 78 
732, 96A 28 

1, 511, 015. 28 
3, S45, 165. 28 

$81. 70 
110. 20 
167. 20 
203. 00 
250. 80 
336. 68 
416. 48 
534. 28 
652. 08 
774. 82 
875. 52 

1, 014. 22 
1, 152. 92 
l. 318. 60 
2, 232. 88 
3, 321. 96 
4, 40$06 
6, 274. 56 
8, 124. 78 

10, 004. 64 
11, 964. 30 
13, 990. 08 
16, 013. 58 
18, 075. 84 
27, 409. 02 
34, 096. 64 
39, 296. 18 
44, 473. 68 
53, 994. 20 
62, 659. 72 
84, 272. 22 

105, 884. 72 
192, 334. 72 
429, 834. 72 

86. 00 
58. 00 
44. 00 
34. 47 
31. 43 
32. 22 
32. 24 
33. 88 
35. 02 
35 46 
34. 91 
35. 35 
35. 69 
36. 24 
37. 91 
38. 98 
38. 69 
35. 97 
33. 70 
32. 09 
31. 05 
30. 30 
29. 60 
29. 01 

23. 15 
20. 63 
19. 03 
16. 87 
15. 41 
13. 53 
12. 62 
11. 29 
10. 05 

Source: Staff of the Joint Committee on Internal Revenue Taxation. 
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TAIIrz XV — 0, — Comparison of indisrtdtfal income tasf ftnder present late and 
H, R. f4780 (Xntttson bill). 

MARRIED PERSON — 2 DEPENDENTS — WITH INCOME DIVIDED AS FOLLOWS: 70 PER 
CENT AND 30 PER CENT. 

Combined net income before personal 
exemption. 

Amount of tax. 

Present lave. 

Tax reduction under 
H, R. 4790. 

H, R, 4790. Amount. Per cent, 

$2, 000 
$2, 500 
$3, 000 
$4, 000 
$5, 000 
$6, 000 
$7, 000 
$8, 000 
$9, 000. 
$10, 000- 
$11, 000 
$12, 000 
$13, 000 
$14, 000 
$15, 000 
$20, 000 
$25, 000 
$30, 000 
$40, 000 
$50, 000 
$60, 000 
$70, 000 
$80, 000 
$90, 000 
$100, 000 
$150, 000 
$200, 000 
$250, 000 
$300, 000 
$400, 'ooo 
$500, 000 
$7 0, 000 
$1, 000, 000 
$2, 000, 000. 
$5, 000, 000. 

$95. GO 

190. 00 
380. 00 
570. 00 
773. 30 
976. 60 

I, 183. 70 
I, 417. 40 
I, 6 "A. 00 
I, 896. 20 
2, 158. 40 
2, 420. 60 
2, 694. 20 
2, 983. 00 
4, 602. 75 
6, 517 00 
8, 668. 75 

13, 547. 00 
18, 933. 50 
24, 733. 25 
30, 932. 00 
37, 487. 00 
44, 213. 00 
51, 167. 00 
88, 630. 25 

128, 753. 50 
lo9, 798, 25 
211, 617, 2o 
297, 283, 50 
383, 163. 50 
598, 'SO4. OO 

814, 929. 00 
I, 679. 429. 00 
4, 264, 896. 75 

$13. 30 
79. 80 

212. 80 
386. 00 
547. 20 
708. 32 
875. 52 

I, 042. 72 
I, 209. 92 
I, 410. 18 
I, 632. 48 
I, 854. 78 
2, 077. 08 
2, 319. 90 
3, 657. 12 
5, 199. 54 
6, 977. 94 

11, 167. 44 
15, 986. 22 
21, 174. 36 
26, 567. 70 
32, 179. 92 
38, 079. 42 
44, 225. 16 
77, 128. 98 

113, 172. 36 
151, 178. 82 
189, 226. 32 
266, 155. 80 
343, 940. 28 
538, 452. 78 
732, 965. 28 

I, 511, 015. 28 
3, 845, 165. 28 

$81. 70 
110. 20 
167. 20 
184. 00 
226. 10 
268. 28 
308. IS 
374. 68 
443. 08 
486. 02 
525. 92 
565. 82 
617. 12 
663. 10 
945. 63 

I, 317. 46 
I, 690. 81 
2, 379. 56 
2, 947. 28 
3, 558. 89 
4, 364. 30 
5, 307. 08 
6, 133. 58 
6, Q41. 84 

11, 501. 27 
15, 581. 14 
18, 619. 43 
22, 390. Q3 
31, 127. 70 
39, 223. 22 
60, 351. 22 
81, 963. 72 

168& 413. 72 
419, 731. 47 

86. 00 
5s. iio 
44. 00 
32. 28 
29. 24 
27. 4? 

. 26. 04 
26. 43 
26, 30 
25. 63 
24. 37 
23. 33 ' 
22. 91 
22. 23 
20. 54 
20. 22 
19. 50 
17. 57 
15. 57 
14. 39 
14. 11 
14. 16 
13. 87 
13, 57 
12. 98 
12. 10 
10. 97 
10. 58 
10. 47 
10. 24 
10. 08 
10. 06 
IO. 03 
9. 84 

Source: Staff of the Joint Comroittee on Internal Revenue Taxation. 
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TAItzz XV — H. — Cofnyarison of individual income tax under present late and 
H. R. JPBO (J'nutson Mll). 

MARRIED PERSON — 2 DEPENDENTS — WITH INCOME DIVIDED AS FOLLOWS: 50 PER 
CENT AND 50 PER CENT. 

Combined net income before personsl 
exemption. 

Amount of tsx. Tsx reduction under 
H. R. 4790. 

Present lsw. H. R. 4790. Amount. Per cent 

t 
3 

$ 

$ 

3 
3 
3 

3 
$ 

$ 

2&000 
2, 500 

$3, 000 
$4, 000 
$5, 000 
6, 000 

$7, 000 
$8, 000 
$9, 000 
10, 000 

$1 1, 000 
12, 000 
13, 000 
14, 000 

$15, 000 
$20, 000 
$25, 000 
$30, 000 
$40, 000 
$50, 000 
$60&000 
$70, 000 
$80, 000 
$90, 000 

100, 000 
150&000 

$200, 000 
$250, 000 
$300, 000 . 
$400, 000. 
$500, 000 
$750, 000 
1, 000, 000 

$2, '000', 000 
t&5, 000, 000 

$95. 00 
190. 00 
380. 00 
570. 00 
769. 50 
969. 00 

1, 178. 00 
1, 387. 00 
1, 615. 00 
I, 843. 00 
2, 090. 00 
2, 337. 00 
2, 603. 00 
2, 869. 00 
4, 370. 00 
6, 099. 00 
8, 113. 00 

12, 787. 00 
18', 164'. 00 
23, 940. 00 
29, 944. 00 
86, 195. 00 
42, 764. 25 
49, 590. 00 
85, 184„00 

126, 255. 00 
168, 492. 00 
210, 76'7. 00 
296, 248. 00 
382, 679. 00 
598, 804. 00 
814, 929. 00 

1, 679, 429. 00 
4, 272, 929. 00 

$18. 80 
79. 80 

212. 80 
386. 00 
547. 20 
708. 32 
875. 52 

1, 042. 72 
1, 209. 92 
1, 410. 18 
1, 632. 48 
1, 854. 78 
2, 077. 08 
2, 319. 90 
3, 657. 12 
5, 199. 54 
6, 977. 94 

11, 167. 44 
15, 986. 22 
21, 174. 36 
26, 567. 70 
32, 179. 92 
88, 079. 42 
44, 225. 16 
77, 128. 98 

113, 172. 36 
151, 178. 82 
189, 226. 32 
266, 155. 80 
343, 940. 28 
538, 452. 78 
732, 965. 28 

1, 511, 015. 28 
3, 845, 165. 28 

$81. 70 
110. 20 
167. 20 
184. 00 
222. 30 
260. 68 
302. 48 
344. 28 
405. 08 
432. 82 
457. 52 
482. 22 
525. 92 
549. 10, 
712. 88/ 
899. 46 

1, 135. 06 
1, 619. 56 
2, 177. 78 
2, 765. 64 
3, 376. 30 
4, 015. 08 
4& 684. 83 
5, 364. 84 
9, 055. 02 

18, 082. 64 
17, 313. 18 
21, 540. 68 
30, 092. 20 
38, 738. 72 
60, 351. 22 
81, 963. 72 

168, 413. 72 
427, 763. 72 

86. 00 
58. 00 
44. 00 
32. 28 
28. 89 
26. 90 
25. 68 
24. 82 
25. 08 
23. 48 
21. 89 
20. 63 
20. 20 
19. 14 
16. 31 
14. 75 
13. 99 
12. 67 
11. 99 
11. 55 
11. 28 
11. 09 
10. 96 
10. 82 
10. 51 
10. 36 
10. 28 
10. 22 
10. 16 
10. 12 
10. 08 
10. 06 
10. 03 
10. 01 

Source: Staff of the Joint Committee on Internsl Revenue Tsxstion. 
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TABLE XV I — A. — Com parison of indtvidual income tax under present late and unde? 
JI. R. JI790 for persons 66 years of age and over. 

SINGLE PERSON — NO DEPENDENTS. 

Net income before personal exemption. 
Present Iaw. H. R. 4790. 

Amount of tax. Amount of 
tax reduc 
tion, H. R. 

4790. 

Per cent tsr 
reduction 
H. R. 4790, 

500 
$6 
$ 

$ 
$ 
$ 
$ 
3 
$ 
$ 
8 
$ 
$ 
$ 
$ 
$ 
$ 
$ 

3 
$ 
$ 

8 
$ 
$ 
$ 

700 
00 $8 

900 
1, 000 
1, 200 
1, 500 
1, 800 
2, 000 
2, 500 
3, 000 
4, 000 
5, 000 
6, 000 
8, 000. 
10, 000 
12, 000 
15, 000 
20, 000 
25, 000 

$30, 000 
50, 000 
70, 000 
100, 000 

$300, 000 
500, 000 
1, 000, 000. 
2, 000, 000. 
5, 000, 000 

$19. 00 
38. 00 
57. 00 
76. 00 
95. 00 

133. 00 
190. 00 
247. 00 
285. 00 
380. 00 
484. 50 
693. 50 
921. 50 

I, 168. 50 
I, 719. 50 
2, 346. 50 
3, 049. 50 
4, 270. 25 
6, 645. 25 
9, 362. 25 

12, 264. 50 
25, 137. 00 
39, 643. 50 
63, 540. 75 

234, 996. 75 
407, 896. 75 
840, 146. 75 

I, 704, 646. 75 
4, 275, 000. 00 

$39. 90 
79. 80 

106. 40 
193. 00 
273. 60 
437. 76 
604. 96 
816. 24 

I, 28S. 20 
I, 828. 56 
2, 437. 32 
3, 488. 97 
5, 583. 72 
7, 993. 11 

10, 587. IS 
22, 112. 5S 
3o, 132. 52 
56, 586. 18 

210, 872. 64 
366, 482. 64 
755, 507. 64 

I, 533, 557. 64 
3, 867, 707. 64 

$19. 00 
38. 00 
57. 00 
76. 00 
M. 00 

138. 00 
150. 10 
167. 20 
17S. 60 
187. 00 
210. 90 
255. 74 
316. 54 
352. 26 
431. 30 
517. 94 
612. 18 
781. 28 

I, 061. 63 
I, 369. 14 
I, 677. 32 
3, 024. 42 
4, 510. 98 
6, 954. 57 

24, 124. 11 
41, 414. 11 
84, 639. 11 

171, 089. 11 
407, 292. 36 

100. 00 
100. 05 
100. 05 
100. W 
100. 60 
100. 00 
79. 00 
67. N 
62. 67 
49, 21 
43. 53 
36. 38 
34. 36 
3IL15 
25. 03 
230? 

13. 30 
15. 97 
14. 62 
13. 53 
12. 03 
11. 33 
10. M 
10. 27 
10. 15 
10. 07 
10. 04 

Source: Sta6 of the Joint Committee on Internal Revenue Taxation. 

TAIILE XVI — B. — Comparison of individual income taa under present late and under 
H. R. JI790 for persons 66 years of age and over. 

ItfARRIED PERSONS (IIOTH OVER 65) — NO DEPENDENTS. & 

Net income before personal exemption. 

Amount of tax. 

Present law. H. R. 4790. 

Amount of p t@ tax reduc- 
R reductfon, 

4'?a 
' ' H. R. 4795. 

$1, 
$1, 
$1, 
$1, 
$2, 
f2, 
$3, 
$4, 
$5, 
$6, 
$8, 
$10 
$12 
$15 
$20 
$25 
$30 
$50 
$70 
$1 
$30 
$50 
$1, 
$2 

000 
200 
500 
800 
000 
500 
000 
000 
000 
000 
000 
, 000 
, 000 
, 000 
, 000 
, 000 
, 000 
, 0 , 00 
, 000 

00, 000 
0, 000 
0, , 000 
000, 000 

, 000, 000. 
5, 000, 000 

$38. 00 
95. 00 

152. 00 
190. 00 
285. 00 
380. 00 
589. 00 
798. 00 

I, 045. 00 
I, 577. 00 
2, 185. 00 
2, 869. 00 
4, 047. 00 
6, 393. 50 
9, 082. 00 

11, 970. 00 
24, 795. 00 
39, 273. 00 
63, 12?. 50 

234; 564. 50 
407, 464. 50 
839, 714. 50 

I, 704, 214. 50 
4, 275, 000. 00 

$13. 30 
79. 80 

212. 80 
386. 00 
547. 20 
875. 52 

I, 209. 92 
I, 632. 48 
2, 319. 90 
3, 657. 12 
5, 199. 54 
6, 977. 94 

15, 986. 22 
26, 567. 70 
44, 225. 16 

189, 226. 32 
843, 940. 28 
732, 965. 28 

I, 511, 016. 28 
3, 845, 165. 28 

$38. 00 
95. 00 

152. 00 
190. 00 
271. 70 
300. 20 
376. 20 
412. 00 
497. 80 
701. 48 
975. 08 

I, 236. 52 
I, 727. 10 
2, 736. 38 
3, 882. 46 
4, 992. 06 
8, 808. 78 

12, 705. 30 
18. 902. 34 
45, 338. 18 
63, 624. 22 

106, 749. 22 
193, 199. 22 
429, 834, 72 

100. 00 
100. 00 
100. 00 
100. 05 
95. 33 
79. 00 
N. 37 
5L 63 
47, 64 

44. 43 
4kQ 
43. 10' 

42, 53 
43 30 
42. 75 
4L 70 
35. 53 
32 35 
29. 94 
19. 33 
1859 
12. 71 
11. 34 
10. 05 

~ Assumes all income earned by one spouse. 
Source: Staff of the Joint Committee on Internal Revenue Taxation. 



TABLE XVII — A. — Comparison of amottnt of spendaDle income after tases under 
present late and H. R. JI799 (Xntttson Dill) . 

SINGLE PERSON — NO DEPENDENTS 

Net income before persona, l exemption. 

Amount of spear!able income 
unrler— 

Per cent of income after 
tax to income before tax— 

Present law. H. R. 4790. Present law. H, R. 4790 

$5!KI 
$600 
$700 
$750. 
$300 
$900 
$ 

8 
$ 
8 

8 
$ 
8 

$ 

1, 000 
1, 200 
1, 500 
1, 800 
2, 000 
2, 500 

$3, 000 
$4, 000 
$5, 000 
$6, 000 
$7, 000 
$8, 000 
$9, 000 
$!i}, 000 
11, 000 
12, 000 
13, 000 
14, 000 

$1 5, 000 
20, 000 

$25, 000 
$30, 000 
$40, 000 
$50, 000. 
$60, 000. 
70, 000. 

$SO, OGO 

890, 000 
$100, 000 
$150, 000 
$200, 000 
$%0, 000 
$300, 000 
$400, 000 
$500, 0oo 
$750, 000 
$1, 000, 000 
$2, 000, 00O 
$5, 000, 000 

8500. 00 
581. 00 
662. 00 
702. 50 
743. 00 
824. 00 
905. 00 

I, 067. 00 
I, 310. 00 
I, 553. 00 
I, 715. 00 
2, 120. 00 
2, 515. 50 
3, 306. 50 
4, 078. 50 
4, 831. 50 
0, 565. 50 
6, 280, 50 
6, 976. 50 
7, 653. 50 
8, 311. 50 
8, 950. 50 
9, 565. 75 

10, 157. 25 
10, 729. 75 
13, 354. 75 
15, 637. 75 
17, 735. 50 
21, 574. 75 
24, 863, 00 
27, 752. 25 
30, 356. 50 
32, 675. 75 
34, 710. 00 
M, 459. 25 
44, 193. 75 
51, 448. 50 
58, 228. 2c 
65, 003. 25 
78, 553. 25 
92, 103. 25 

125, 978. 25 
159, 853. 25 
295, 353. 25 
725, 000. 00 

$500. 00 
600. 00 
686. 70 
730. 05 
773. 40 
860. 10 
946. 80 

1, 120. 20 
I, 380. 30 
I, 627. 00 
I, 787. 20 
2, 211. 20 
2, 629. 12 
3, 461. 92 
4, 272. 68 
5, 050. 38 
5, 8!4. 40 
6, 557. 90 
7, 287. 72 
7, 997. 02 
8, 692. 64 
9, 367. 74 

10, 025. 74 
10, 658. 09 
11, 276. 76 
14, 144. 39 
!6, 704. 22 
!9, 094. 76 
23, 556. 07 
27 5!8. 06 
31, 120. 95 
34, 467. 34 
37, 557. 23 
40. 390. 62 
42, 967. 51 
54, 930. 27 
66, 460. 40 
77, 563. 03 
88, 660. 53 

110, 855 53 
133, 050. 53 
188, 538. 03 
244. 025. 53 
465, 975. 53 

I, 150, 000. 00 

100. 00 
96. 83 
94. 57 
93. 67 
92. 88 
91. 56 
90. 50 
88. 92 
87. 33 
86. 28 
85. 75 
84. 80 
83. 50 
82. 66 
81. 57 
80. 53 
79. 51 
78. 51 
77. 52 
76. 54 
75. 56 
74. 59 
73. 58 
72. 55 
71. 53 
66. 77 
62. 55 
59. 12 
53. 94 
49. 73 
46. 25 
43. 37 
40. 84 
38. 57 
36. 46 
29. 46 
25. 72 
22, 09 
21. 67 
19. 64 
18. 42 
16. 80 
15. 99 
14. 77 
14. 50 

100. 00 
100. 00 
98. 10 
97, 34 
96. 68 
95. 57 
94. 68 
93. 35 
92. 02 
90. 39 
89. 36 
88. 45 
87. 64 
86. 55 
85. 45 
84. 17 
83. 06 
81. 97 
80. 97 
79. 97 
79. 02 
78. 06 
77. 12 
76. 13 
75. IS 
70. 72 
66. 82 
63. 65 
58. 89 
55. 04 
51. 87 
49. 24 
46. 95 

42. 97 
36. 62 
33. 23 
31. 03 
29. 55 
27. 71 
26. 61 
25. 14 
M. 40 
23. 30 
23. 00 

Source: Staff of the Joint Committee on Internal Revenue Taxation 
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TARIE XVII — B. — Compartson of amount of spendable tncome after tases ender 
present late and II. R. J7790 (Ifnutson btll) . 

MARRIED PERSON — NO DEPENDENTS, ENTIRE INCOME OF ONE SPOUSE. 

Net income before personal exemption, 

Amount of spendable income 
under— 

Per cent of income after 
tax to income before tax- 

Present law. H. R. 4790. Present law H. R. 4796. 

$1, 000. 
$1, 200 
$1, 500 
$1, 800 
$2, 000 
$2'Arr0 

$3, 000 
$4, 000 
$5, 000 
$6', ooo 
$7, 000. 
$8, 000 
$9', OOO. 

$10, 000 
$11, 000 
$12, 000 
$13, 000 
$14, 000 
$15, 000 
$20, 000 
$25, 000 
$30, 000. 
$40, 000 
$50, 000 
$60, 000 
$70, 000 
$SO, OOO 

$90, 000 
$100, 000 
$150, 000 
$200, 000 . 
$250, 000. 
$300, 000. 
$400, 000 
$5OO', OOO 

$750. 000 
$1, OOO, OOO 

$2, 0OO, Nlo 
$5, 000, 000 

$1, 000. 00 
1, 162. 00 
1, 405. 00 
1, 648. 00 
1, 810. 00 
2, 215. 00 
2, 620. 00 
3, 411. 00 
4, 202. 00 
4, 955. 00 
5, 708. 00 
6, 423. 00 
7, 138. 00 
7, 815. 00 
8, 492. 00 
9, 131. 00 
9, 770. 00 

10, 361. 50 
10, 953. 00 
13, 606. 50 
15, 918. 00 
18, 030. 00 
21, 902. 50 
25, 205. 00 
28, 108. 50 
30, 727. 00 
33, 060. 50 
35, 109. 00 
36, 872. 50 
44, 616. 50 
51, 876. 00 
58, 660. 50 
65, 435. 50 
78, 985. 50 
92, 535. 50 

126, 410. 50 
160, 285. 50 
295, 78a 50 
725, 000. 00 

$1, 000. 00 
1, 200. 00 
1, 460. 10 
1, 720. 20 
1, S93. 60 
2, 327. 10 
2, 760. 60 
3, 574. 40 
4, 422. 40 
5, 25S. 24 
6, 091. 04 
6, 923. 84 
7, 756. 64 
8, 545. 36 
9, 323. 06 

10, 100. 76 
10, 878. 46 
11, 628. 80 
12, 372. 30 
15, 994. 04 
19, 410. 58 
22, 553. 52 
28, 288. 78 
33, 408. 44 
38, 189. 52 
42, 765. 40 
47, 112. 14 
51, 192. 12 
55, 036. 12 
72, 039. 96 
85, 935. 02 
97, 908. 12 

109, 860. 54 
132, 920. 80 
155, 126. 06 
210, 613. 56 
266, 101. 06 
48S. 051. 06 

1, 153, 901. 06 

100. 00 
96. 83 
93. 67 
91. 56 
90. 50 
88. 60 
87. 33 
85. 28 
84. 04 
82. 58 
81. 54 

79. 31 
78. 16 
77. 20 
76. 09 
75. 15 
74. 01 
73. 02 
6S. 03 
63. 67 
60. 10 
54. 76 
50. 41 
46. 85 
43. 90 
41. 33 
39. 01 
35. 87 
29. 74 
25. 94 
23. 46 
2L 81 
19. 75 
18. 51 
16. 85 
16. 03 
14. 76 
14. 50 

106. OO 

100. OO 

97. 34 
95. 57 
94. 68 
93. 03 
92. 02 
89. 36 
88. 45 
87. 64 
87. 01 
86. 55 

85. 45 
84. 76 
84. 17 
83. 63 
33. 05 
32. 43 

75. 13 
70. 72 

63. 65 
61. 09 
58. 89 

48. 63 
42. 97 
39. 16 
36. 62 

31. 03 
23. 68 
26. 61 
B. 40 
23. 06 

Source: Stall of the Joint Committee on Internal Revenue Taxation. 

DETAILED DISCUSSION OF THE TECIINICAL PROVISIONS OF THE BILL 

TITIE I. — INcoME TAx REDUcTION. 

SECTION 101. REDUCTION OF NORxf %L TAX AND SURTAX. 

Under existing law, the income tax on individuals is determined by first com- 
puting a tentative tax at the rates specified in sections 11 and 12 of the Internal 
Revenue Code and then reducing the tentative taxes by 5 per cent thereof. This 
section of the bill provides reductions in the normal tax and surtax on individuals 
by substituting a larger percentage reduction than 5 per cent of the tentative 
taxes. This section provides for reduction of the aggregate of the tentative 
norrual tax and the tentative surtax as follows: 

(1) If the aggregate of the tentative taxes is 8200 or less, such aggregate 
is reduced by 88'/ per cent thereof, a reduction of 80 per cent of the tax 
under existing law; 

(2) If the aggregate of the tentative taxes is over $200 but not over 8279. 17, 
such aggregate is reduced by 807, a reduction varying from 80 to 20 per cent 
of the tax under existing law; 

(8) If the aggregate of the tentative taxes is over 8279. 17 but not over 
$840, such aggregate is reduced by 24 per cent ihereof, a reduction of 20 
per cent of the tax under existing law; 

(4) If the aggregate of the tentative taxes is in excess of 8840, the first 
$840 thereof is reduced by 24 per cent (a 20 per cent reduction of such 
portion of the aggregate of the tentative taxes after the 8 per cent reduction 
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under existing law), and the amount of such aggregate in excess of $840 
is reduced by 141/2 per cent, a reduction of 10 per cent of such portion aft. er 
the 5 per cent reduction under existing law. 

These reductions are provided in section 12(c) of the Code as amended by the 
bill; the existing provisions of section 12(c) of the Code are amended and set 
forth in section 12(g) (2) of the Code, as provided in section 104 of the bill. 

Existing law (section 12(g) of the Code) provides, as an over-all limitation 
upon the combined normal tax and surtax in the case of individuals, that such 
combined tax shall not exceed 8592 per cent of the net income of the taxpayer. 
The bill inserts such a limitation into section 12(c) of the Code, as atnended, 
substituting 77 per cent for the present percentage figure in order to conform 
with the reduction in tax above described. 

SECTION 102. REDUCTION IN SUPPLEMENT T TAX. 

This section is a cross-reference to section 401 of the bill, which amends section 
400 of the Code, relating to the tax under Supplement T of individuals with 
adjusted gross incomes of less than $5, 000. Reductions in such tax are provided 
under Supplement T corresponding to the reductions provided by section 101 of 
the bill for taxpayers computing their tax under 'sections 11 and 12 ot the Code. 

SECTION 10R. INCOEIE OF HUSBAND AND WI1'E. 

This section is a cross-reference to section 801 of the bill, which provides for 
the determination of the combined normal tax and surtax in the case of a joint 
return of husband and wife (the so-called splitttiug of income provisions). 

SEC1ION 104. TECHNICAL AMENDMENTS. 

This section of the bill provides various technical anIendments. 
In view of' the fact that there are certain provisions of the Code, such as 

sections 105 and 106, which make it necessary to determine the surtax separately 
from the normal tax, section 12(f) of the Code, as amended by the bill, provides 
a special rule for making such computations. Under this rule the surtax shall 
be an amount which is the. same proportion of the combined normal tax and, 
surtax as the tentative surtax is of the aggregate of the tentative normal tax 
and tentative surtax. 

SECTION 105. TAXABLE YEARS To WHICH AMENDMENTS APPLICABLE. 

This section provides that the amendments made by this title of the bill shall 
be applicable with respect to taxable years beginning after December 61, 1947. 
Special provision is made in section 601 of the bill for taxable years beginning 
in 1947 and ending in 1948. 

TITLE II. — CREDITS AGAINsT LVET INcoxIE FQR NCRMAL TAx AND SURTAx, 

SECTION 201. ADDITIONAL CREDITS AGAINST NET INCOME FOR NORMAL TAX AND SURTAX. 

~is section amends section 25(b) of the Code relating to exemptions allowed 
as credits for both normal tax and surtax. The amendments deal with the 
following credits: 

(A) The so-called personal exemption. 
(B) Old-age exemption. 
(C) Exemption for the blind. 
(D) The exemption for each dependent. 

Subparagraph (A) of section 25(b) (1) of the Code, as amended by this section 
of the bill, replaces subparagraphs (A) snd (B) of section 25(b) (1) of existing 
law. The existing law provides a personal exemption of $500 for the taxpayer 
and a personal exemption of $500 for the spouse of the taxpayer. The $500 
exemption for the spouse of the taxpayer is allowed if a joint return is made by 
the taxpayer and his spouse under section 51 (in which case the aggregate exemp- 
tion of the spouses is $1, 000 under existing law) or a separate return is made 
by the taxpayer and his spouse has no gross income for the calendar year in 
which the taxable year of the taxpayer begins and is not the dependent of another 
taxpayer. Section 25(b) (1) (A), as proposed to be amended, provides a personal 
exemption of $600 for the taxpayer. It also provides an additional exemption to 
the taxpayer of $600 for his spouse, if a separate return is made bv the taxpayer, 
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and if the spouse, for the calendar year in which theIaxable year of the taxpayer 
begins, has no gross income and is not the dependent of another taxpayer. Your 
committee considered it unnecessary to provide specifically for the personal 
exemptions for husband and wife on a joint return since, in the case of a joliet 
return, there are two taxpayers (although under section 51(b) of the Code, there 
is only one income for the two taxpayers on the joint return — i. e. , their aggre- 
gate income). Inasmuch as section 25(b) (1) (A) of the Code, as amended h 
the bill, provides an exemption of $600 for the taxpayer, on a joint return twp 
exemptions are allowed, one for each taxpayer spouse, just as under existing law. 
Thus, under the bill, on a joint return the aggregate of the personal exemptioa 
for the spouses shall be $1, 200. 

Section 25(b) (1) (A), as amended by the bill, continues in clarified form tbe 
rule of existing law (section 25(b) (1) (B) (ii) ) under which the taxpayer is 
allowed the exemption for his spouse, if a separate return is made by the tax. 
Payer, only if the sPouse, for the calendar year in which the taxable year of the 
taxpayer begins, has no gross income and is not the dependent of another tax. 
payer. Thus, a taxpayer who makes his returns for a fiscal year ending June 60 
may, under existing law and under section 25(b) (1) (A. ), as amended, take an 
exemption for his spouse only if such spouse has no gross income for the calendar 
year in which begins the taxable year of the taxpayer beginning on July 1, and 
is not for such calendar vear the dependent of another taxpayer. 

Section 25(b) (1) (B) of the Code, as amended by this section of the bill, pro- 
vides an additional exemption of $600 for the taxpayer if he has attained the age 
of 65 before the close of his taxable year. An additional exemption of $600 is 
allowed to the taxpayer for his spouse if a separate return is made by the tax- 
payer and if the spouse has attained the age of 65 before the close of such taxable 
year, and, for the calendar year in which the taxable year of the taxpayer begins, 
the spouse has no gross income and is not the dependent of another taxpayer. 
If a husband and wife make a joint return an old-age exemption of $600 will be 
allowed as to each taxpayer spouse who has attained the age of 65 before the 
close of the taxable year for which the joint return is made. The exemption 
under section 25(b) (1) (B) is in addition to the personal exemption under section 
25(b) (1) (A). 

In determining the age of an individual for the purposes of the exemption for 
old age, the last day of the taxable year of the taxpayer is the controlling date, 
Thus, in the event of a separate return by a husband no additional exemption for 
old age may be claimed for his spouse unless such spouse has attained the age of 
65 on or before the close of the taxable vear of the husband. In no event shaH 
the additional exemption for old age be allowed on a separate return of the tax. 
payer with respect to a spouse who dies before attaining the age of 65 even 
though such spouse would have attained the age of 65 before the close of the 
taxable year of the taxpayer. For the purposes of the old-age exemption, an 
individual attains the age of 65 on the first moment of the day preceding his 
sixty-fifth birthday. Accordingly, an individual whose sixty-fifth birthday falls 
on January 1 in a given year attains the age of 65 on the last day of the calendar 
year immediately preceding. 

Section 25(b) (1) (C) of the Code, as added by the bill, provides an additional 
exemption of $600 for the blind. This exemption will replace the special deduc- 
tion for blind individuals now provided in section 28(y) of the Code. The present 
deduction is $500. The exemption provided for the blind under the bill is $600 
for the taxpayer and ~%600 for the spouse of the taxpayer if a separate return is 
made by the taxpayer and if the spouse is blind. Under the bill as introduced 
the blind exempti'on was not allowed with respect to a person entitled to the old- 
age exemption. The committee amendments remove this limitation so that the 
exemption for the blind under section 25(b) (1) (C) is allowed with respect to a 
blind person although he has attained the age of 65 (in addition to the old-age 
exemption with respect to such person), The blind exemption for the spouse 
of the taxpayer is allowed the taxpaver only if, for the calendar year in which 
the taxable year of the taxpayer begins, such spouse has no gross income and is 
not the dependent of another taxpayer. If a husband and wife make a joint 
return an exemption of $600 for the blind will be allowed as to each taxpayer 
spouse who is blind at the close of the taxable year for which the joint return is 
made. 

The determination of whether the taxpayer is blind is made as of the close of 
his taxable year. The determination of whether the spouse of the taxpayer is 
blind (for the purpose of the taxpayer's taking the blind exemption with respect 
to such spouse when the taxpayer files a separate return) shall be made as oi 
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the close of the taxable vear of the taxpayer, unless the spouse dies during such 
taxable year, in which case such determination shall be made as of the time of 
such death. It should be noted that the date for determining whether an indi- 
vidual is blind differs from that prescribed in section 28(y) which now provides 
the special deduction for blind individuals and which is repealed by section 202 (e) 
of the bill. Under section 28(y) the status of an individual for the purpose of 
the blind deduction is determined as of July 1 of the taxable year unless the 
taxable year does not include July 1, in which case such status is determined as 
of the lqst day of the taxable year. The4lefinition of an iudividual who is blind 
now contained in section 28(y) of the Code is retained for the purposes of the 
exemption under section 25(b) (1) (C), with only a formal modification in the 
introductory clause. 

Section 25(b) (1) (D) of the Code, as added by the bill, . corresponds to section 
25(b) (1) (C), under existing law, and relates to the exeinption for a dependent 
of the taxpayer. Section 25(b) (1) (D) increases the exemption for each depend- 
ent from $500, under existing law, to $600, but continues to limit the exemption 
for dependents to dependents whose gross income for the calendar year in which 
the taxable year of the taxpayer begins is less than $500. 

Section 25 (b) (2) of the Code, as amended by this section of the bill, corresponds 
to section 2o(b) (2) of existing law and relates to the determination of marital 
status for the purposes of the credits provided with respect to a spouse in section 
25(b). Section 25(b) (2) provides two rules. The first rule is that the determina- 
tion of whether an individual is married is to be made as of the close of his 
taxable year, unless his spouse dies during the taxable year of such individual, 
in which case such determination shall be made as of the time of such death. 
This rule is, in substance, the same as that provided for in existing law for the 
purposes of section 25(b). The second rule is that an individual legally separated 
(although not absolutely divorced) from his spouse under a decree of divorce or of 
separate maintenance shall not be considered as married. Similar rules for the 
determination of status are provided in section 28(aa) (6) of the Code (as added 
by section 802(c) of the bill), relating to the standard deduction, and in section 
5I(b) (5) of the Code (as added by section 808 of the bill) relating to joint 
returns. A uniform construction of all these provisions is intended. The rule 
with respect to the marital status of an individual legally separated from his 
spouse under a decree of divorce or of separate maintenance is derived from a 
corresponding provision in section 22(k) of the Code, relating to the tax treatment 
of alimony and like payments. 

The new exemptions provided in section 25(b) (1) (B) and (C) of the Code, as 
amended by section 201 of the bill, do not apply to a nonresident alien who is not 
a resident of a contiguous country, to a citizen of the United States who is entitled 
to the benefits of section 251 of the Code relating to income from sources within 
possessions of the United States, or to a citizen of a possession of the Unitecl 
States (other than the Virgin Islands) not otherwise a citizen of the United 
States and not a resident of the United States. 

SECTION 202. TECIINICEE AMENDMENTS. 

This section of the bill contains various technical amendments made necessary 
by the additional credits provided under section 25(b) of the Code by section 201 
of the biH. Section 58(a) of the Code, relating to the requirement of declara- 
tion of estimated tax, is amended. It:xIsting law requires a declaration of esti- 
mated tax if the taxpayer's gross income from wages subject to withholding may 
be expected to exceed $5, 000, plus $500 for each exemption to which he is entitled, 
except his own exemption. The bill amends section 58(a) (1) to give effect to 
the additional exemptions provided in the bill. Under the amendment a declara- 
tion will be required if the anticipated wages exceed $4, 500, plus $600 for each 
exemption to which the taxpayer is entitled. Under existing law, a single person 
who has no dependents and is under 65 years of age and who derives his income 
solely from wages subject to withholding is required to file a declaration if his 
anticipated wages for the calendar year exceed $5, 000. Under the amendment 
such a person is required to file a. declaration if his anticipated wages for the 
calendar year exceed $5, 100 ($4, 500, plus $600 for his own exemption). Under 
the amendment if the same individual is over the age of 65 the declaration would 
not be required unless his anticipated wages for the calendar year exceed $5, 700 
($4, 500, plus $600 for his own exemption plus $600 for his old-age exemption). 
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Similarly under existing law, a single person under the age of 65 who has one 
dependent is not required to file a declaration unless his anticipated wages exceed 
$5, 500 ($5, 000, plus $500 for the dependent). Under the amendment, such a 
single person under the age of 65 with one dependent is not required to file a 
declaration unless his anticipated wages exceed $5, 700 ($4, 500 plus $600 for his 
own exemption plus $600 for his dependent). 

Section 58(a) (2) of the Code requires a declaration of estimated tax in the 
case of an individual whose gross income from sources other than wages can 
reasonably be expected to exceed $100 for the taxable year and his gross income 
to be $500 or more. In accordance with the increase in exemptions for indi. 
viduals provided in section 25(b) (1) (A) of the bill, the amount of $500 under 
this reqpirement of an estimate is increased to $600. 

Subsection (b) of section 202 of the bill provides technical amendments with 
respect to the withholding exemption necessary by reason of the additional credits 
provided in section 25(b) of the Code as amended by the bill. Section 1622(h) (1) 
of the Code, relating to withholding exemptions, is amended. The amendment 
continues the present provision for an exemption for the employee. The amend- 
ment adds in section 1622(h) (1) (B) and (C) additional exemptions correspond- 
ing to the exemption under section 25(b) (1) (B) (i), relating to old age, and the 
exemption under section 25(b) (1) (C) (i), relating to the blind. Each such addi- 
tional withholding exemption is allowed to the employee if on the basis of facts 
existing at the beginning of any day for which the exemptions are being determined 
there may reasonably be expected to be allowable to him the corresponding exemp- 
tion under section 25(b) for the taxable year under Chapter 1 in respect of which 
amounts deducted and withheld in the calendar year in which such day falls are 
allowed as a credit. Section 1622(h) (1) (D) corresponds to section 1622(h) 
(1) (B) of existing law under the Code. It provides that if the employee is 
married, the employee is entitled to any exemption to which his spouse is en- 
titled, or would be entitled, if such spouse were an employee receiving wages, 
under subparagraph (A), (B), or (C) of. section 1622(h) (1), but only if such 
spouse does not have in effect a withholding exemption certificate claiming such 
exemption. If both husband and wife are employees receiving wages sub&ect to 
withholding and the wife is over the age of 65 and has in effect a withholding 
exemption certificate claiming only one exemption, then her husband may claim 
one exemption for her on his certificate. 

Section 1622(h) (1) (R) of. the Code, under the bill, relates to the withholding 
exemption for dependents and is the same, except for a clerical change, as section 
1622(h) (1) (C) of the Codeunder existing law. 

Paragraph 2 of section 202(b) of the bill provides a special status-determina- 
tion date for the purpose of giving effect to the increased exemptions provided 
under section 1622(h) (1) with respect to withholding by employers. Under ex- 
isting law (section 1622(h) (8) (B) ), a withholding exemption certificate fur- 
nished the employer in a case in which a previous such certificate is in eKect takes 
effect with respect to the first payment of wages made on or after the first " status- 
determination date" which occurs at least 80 days from the date on which such 
certificate is so furnished (unless the employer elects to make the certification 
effective at an earlier date after the furnishin of such certificate). Under ex- 
isting law the "status-determina. tion date" is January 1 or July 1 of each year. 
In order to make the increased withholding exemptions provided for under the bill 
effective as soon as possible (consistent with the allowance of sufllcient time to 
provide for the distribution of withholding exemption certificates and the filing 
thereof by employees) the bill provides in section 202(b) (2) that for the purpose 
of section 1622(h) (8) (B) the term "status-determination date" includes also 
the ninetieth day after the date of enactment of the bill. 

Section 202(c) of the bill provides technical amendments relating to return 
requirements in order to conform to the increase in the individual exemptioa 
from $500 to $600. Section 51(a) (1) of the Code is amended to increase the 
amount of gross income for a taxable year necessary before a return is required 
from $500 to $600. Section 142(a) of the Code is amended to provide a cor- 
responding increase where under existing law a fiduciary return is required to 
be filed where the gross income is $500 or over. Section 147(a) of the Code is 
amended to increase from $500 to $600 the minimum amount of payments which 
will make necessary the filing of an information return. Section 168(a) (1) of 
the Code is amended so as to increase the credit against net income of an estate 
(corresponding to the personal exeniption) from $500 to $600. 
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SECTION 203. TAXABLE TEABS To WHICH AMENDMENTS APPLICABLE. 

The amendments made by this title of your committee bill are applicablc 
with respect to taxable years beginning after December 81, 1947. A special rule 
with respect to taxable years beginning in 1947 and ending in 1948 is provided 
in section 601 of the bill. 

TITLE III. — HIISBAND AND WIFE. 
PART I. — INCOME TAX. 

SECl'ION 301. SPLITTING OF INCOME. 

This section amends section 12 of the Code, relating to surtax on individuals, 
by adding a new subsection (d) which provides for computation of tax under the 
plan for the so-called income splitting between husband and wife. This subsection 
applies only if a joint return for the taxable year involved is made as provided 
under section 51(b) of the Code as amended by the bill. Under the provisions 
of section 12(d), the combined normal tax and surtax under section 11 and 
section 12(b) of the Code in the case of the husband and wife making the joint 
return shall be twice the combined normal tax and surtax that would be deter- 
mined if the net income and the applicable credits provided by section 25 of the 
Code were reduced by one-half. 

It is contemplated that under this provision the gross income and adjusted 
gross income of husband and wife on the joint return will be computed by the 
same method as under existing law (that is, in an aggregate amount), and that 
the deductions allowed and the net income will likewise be computed on an 
aggregate basis. Deductions limited to a percentage of the adjusted gross in- 
come, such as the deduction for Bharftable contributions under section 28(o), 
will be allowed with reference to such aggregate adjusted gross income. Simi- 
larly, in the case of a joint return, losses of husband and wife from sales or 
exchanges of capital assets are combined and such combined losses are allowed 
under section 117(d) (2) only to the extent of the combined gains of the Spouses 
from such sales or exchanges, plus the net income of $1, 000 whichever is smaller. 
The "net income" referred to in section 117(d) (2) is the net income com- 
puted before reduction by one-half for the purposes of income splitting and is 
such net income computed without regard to gains and losses from sales or 
exchanges of capital assets. Although there are two taxpayers on a joint 
return, there is only one net income. 

The method of computing, under section 12(d), the tax of husband and 
wife, in the case of a joint return, is as follows: 

First, the net income and applicable credits against net income are reduced 
by one-hali. Second, the tentative normal tax and tentative surtax are de- 
termined as provided in section 11 and section 12(b), by using the net income 
and applicable credits so reduced. Third, the tentative normal ta. x and tenta- 
tive surtax so determined are aggregated and this aggregate tentative tax is 
then reduced as provided in section 12(c). Fourth, this reduced aggregate, 
which is the combined normal tax and surtax that would be determined if the 
net income and the applicable credits against net income provided by section 
25 were reduced by one-half, is then multiplied by 2, to produce the tax imposed 
in the case of- the joint return. 

The limitation (very rarely applicable) under section 12(c) of the combined 
normal tax and surtax to an amount not in excess of 77 per cent of the net 
income is to be applied before the fourth step above, that is, the limitation is 
to be applied upon the combined normal tax and surtax determined under section 
12(c) as 77 per cent of one-half of' the net income (such one-half of the net 
income being the actual aggregate net income of the spouses reduced by one- 
half). After such limitation is applied, then the combined normal tax and 
surtax so limited is multiplied by 2, as provided in section 12(d). 

The application of section 12(d) is illustrated by the following examples in 
which H is used to refer to the husband and W is used to refer to his wife with 
whom a joint return is tiled for the calendar year 1948. H has a salary of $8, 000 
for 1948 and pays during 1948 local property taxes on his residence in the amount 
of $100 and medical expenses for himself and W in the amount of $700. W has 
income for 1948 from dividends of $2, 000 and during 1948 makes gifts to char- 
itable organizations (described in section 28(o) of the Code) in the amount of 
$1, 600, H and W are not entitled to any exemptions other than the personlll 
exemption of each. The tax on the joint return of H and W for 1948 is $1, 109. 60, 
determined as follows: 
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1. Salary 
2. Other income 

$8, 000. Op 

2, 000. I) 
8. Adjusted gross income 
4. Deductions: 

(a) Charitable contributions (limited to 15 per cent of 
adjusted gross income) $1, 500 

(0) Taxes 100 
(c) Medical expenses (in excess of 5 per cent of 

adjusted gross income (section 28(x) of the 
Code); excess of $700 over 5 per cent of 
$10, 000) 200 

5. Net income 
6. Net income reduced by one-half 
7. Credits against net income under section 25 (2 personal exemptions 

under section 25 (b) (1) (A) of the Code as amended in this bill) 
8. Credits in item 7 reduced by one-half 
9. Net income reduced by one-half (item 6) minus credits reduced 

by one-half (item 8) 
10. Tents. tive normal tax computed under section 11 of Code on amount 

in item 9 (8 per cent of $8, 500) 
11. Tentative surtax computed under section 12(b) of the Code on 

amount in item 9 ($840 plus 19 per cent of excess of $8, 500 
0 ver $2, 000) 

12. Aggregate of the tentative normal tax and tentative surtax 
18. Combined normal tax and surta~ deternlined under section 12(c) 

of the Code ($780 reduced to 24 per cent of $780) 
14. Twice the combined normal tax and surtax determined in item 18 

10, 000. Op 

1, 800. Op 

8, 200. 00 
4, 100. OP 

1, 200. Op 

600. Op 

8, 500. Op 

625. Op 

780. OP 

554. 80 
1, 109. Op 

If the alternative tax is computed under section 117(c) (2) of the Code, relat- 
ing to the alternative tax where a taxpayer (other than a corporation) has 3 
net long-term capital gain in excess of a net short-term capital loss, the partial 
tax shall be computed under sections 11 and 12 as stated above but without 
inclusion of such excess in net income, and the total tax shall be such partial 
tax plus 50 per cent of such excess as provided in section 117(c) (2). 

If the husband and wife maRing a joint return elect to pay the tax under 
Supplement T of the Code, the tax on the joint return is computed as provided 
in section 400 of the Code, as amended in Title IV of this bill. These provisions 
are discussed hereinafter. 

SECTION 302 ~ STXND20RD DEDVCTION 

This section provides for amendments to section 28(aa) of the Code, relating 
to the standard deduction. Section 28(aa) (1) (A) of the Code is amended 
to increase the standard deduction where the adjusted gross income is $5, 000 
or more in case of a joint return by husband and wife and in the case of a re- 
turn by an unmarried person. In such cases under the amendment the standard 
deduction shall be $1, 000 or an amount equal to 10 per cent of the adjusted gross 
income whichever is the lesser. The increase in the standard deduction in the 
case of a joint return of husband and wife is to accord them the same trea(ment 
on a joint return as is provided in eiTect in the case of spouses with income filing 
separate returns. The increase in the deduction does not apply in the case 
of a separate return by a married individual, in which case the maximum stand- 
ard deduction remains at $500 as under existing law. In the case of a joint 
return, as under existing law, there is only one adjusted gross income and only 
one standard deduction. For example, if a husband has an income of $15, II 
and the spouse has an income of $12, 000 for the taxable year for which they 
file a joint return, and they have no deductions allowable for the purposes of 
computing adjusted gross income, the adjusted gross income is $27, 000, and the 
standard deduction allowable on such return is $1, 000 (and not $2, 000). 

Under subsections (b) and (c) of section 802 of the bill section 28(aa) (4) 
of the Code is separated into two paragraphs, namely (4) and (6). The new 
paragraph (4) requires both husband and wife to itemize their deductions, rather 
than to taRe the standard deduction, if one of them so itemizes. This is the 
same rule as contained in the first sentence of the present provisions of sectio& 
28(aa) (4), except that under the existing law this rule applies only if the 
husband and wife are living to ether. 



The new paragraph (6) contains provisions substantially the same as those 
contained i'n the last sentence of section 28(aa) (4) of existing law relating to 
the determination of the status of individuals as husband and wife. Under 
this paragraph the determination of whether an individual is married is made, 
for the purpose of the allowance of the standard deduction, as of the close of his 
taxable year, unless bis spouse dies during his taxable year, in which case the 
determination is made as of the time of such death. The new paragraph (6) 
also provides that for the purpose of the allowance of the standard deduction, an 
individual legally separated (although not absolutely divorced) from his spouse 
under a decree of divorce or separate maintenance shall not be considered mar- 
ried. This is the same test as is provided in section 22(k) of the Code, relating 
to alimony and like pavments, where spouses are legally separated or divorced. 
This provision is also intended to apply the same test as is provided in section 
51(b) of the Code, as proposed to be amended by section 808 of the bill, so that 
the determination of married individuals will be the same for the purpose of the 
standard deduction as for the purpose of eligibility to make a joint return. 

SECTION 303. JOINT I'ETUBNS OP HUSBAND AND VVIFE. 

This section provides for au extensive revision of section 51(b) of the Code, 
relating, to joint returns by husband and wife, to reflect changes necessary under 
the so-called split-income plan. As under existing law, a joint return may not 
be made by a lHIsband and wife for a taxable year if a separate return has been 
filed by one of the spouses and the time for filing the return of such spouse has 
expired. Similarly, if a joint return was filed, separate returns may not be 
made by the spouses after the time for filing the return of either has expired, 
Under the bill, however, in certain circumstances, an executor may make a late 
separate return for a deceased spouse after the surviving spouse has made a 
timely joint return for himself and the deceased spouse. This exception to the 
above general rule is provided in section 51(b) (4) of the Code, as proposed 
to be added by this section of the bill, and is further discussed hereinafter. 

Paragraph (1) of section 51(b), as proposed to be amended, contains the 
existing general provisions which permit the making of a joint return and pro- 
vides-that on such return the tax shall be computed on the aggregate income 
and the liabilitv with respect to the tax shall be joint and several. 

Paragraph (2), of section 51(b) as proposed to be amended, provides that uo 
joint return may be made if either the husband or wife at any time during the 
taxable year is a nonresident alien. This provision is the same as that now 
contained in section 51(b) of the'Code with the addition of the phrase "at any 
time. " Tbe addition is a clarification which represents the uniform construction 
of the existing law. 

Paragraph (8) of section 51(b) continues the existing provision that no joint 
retur~ shall be made if the husband and wife have different taxable years but 
makes an iInportant exception in the case of spouses whose taxable years begin 
on the same day and end on different days because of the death of either or both. 
Under section 47(g) of the Code, the taxable year of a taxpayer closes as of the 
date of his death. The exception thus is intended to apply where, but for the 
death of either or both spouses, the taxable vears of the spouses would be the 
same. In such a case, it is proposed to allow a joint return to be made with 
respect to the taxable year of each spouse. This provision is designed to prevent 
spouses bein denied the privilege of making a joint return by reason of the 
death of one spouse during the taxable year. A joint return may not be made 
for a decedent spouse and the survivor for any taxable year of the survivor 
be inning after the death of the decedent spouse. 

The provisioI' allowing a joint return to be made for the taxable year in which 
the death of either or both spouses occurs is subject to two exceptions, in the case 
of each of which the general rule will continue to apply, namely, that the joint 
return can not be made by the husband and wife because they have different 
taxable jears. The first exception is that if the surviving spouse remarried 
before the close of his taxable year, he may not make a joint return with the 
first spouse who died during the taxable year. In such a case, however, the 
surviving spouse may make a joint return with his new spouse provided that 
the other requirements of section 51(b) are met. The second exception is that 
the surrivin spouse also may not mal-e a joint return with the deceased spouse 
if the taxable year of either spouse is a fractional part of a year under section 
47(a) of the Code, relating to change of accounting period. F&or example, if a 
husband and wife make their returns on the calendar year basis and the;vife 
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dies on March 1, 1948, and thereafter the husband receives permission to change 
his accounting period to a fiscal year beginning July 1, 1948, nn joint return 
may be made for the short taxable year ending June 80, 1948. Similarly, if 
husband and wife who make their returns on a calendar year basis receive per. 
mission to change to a fiscal year beginning July 1, 1048, and the wife dies on 
June 1, 1048, no joint return may be made for the fiscal year ending June 00, 1048 

paragraph (4), of section 51(b) as proposed to be amended, provides for 
the method of making a joint return after the death of a spouse. This paragraph 
applies not only in those cases in which the death of one spouse closes his taxable 
year but also in those cases in which one spouse dies after the close of his taxable 
year but before his return is filed. The general rule provided in such paragraph 
(4) is that, in the case of the death of one spouse, or of both spouses, the jomt 
return with respect to the decedent may be made only by his executor or ad 
ministrator. By this is meant the person or persons who are actually appointed 
executor or administrator and not merely a person who may be in charge of the 
property of the decedent. An exception is made from this general rule whereby, 
in the case of the deai, h of one spouse, the joint return may be made by the 
surviving spouse with respect to both himself and the decedent if all the following 
conditions exist: 

(A) No return has been made by the decedent for the taxable year in 
respect to which the joint return is made. 

(B) No executor or administrator has been appointed at or before the 
time of the making of such . joint return. 

(C) No executor or administrator is appointed before the last day pre- 
scribed by law for filing the return of the surviving spouse. 

These conditions are to be applied with respect to the return for each of the 
taxable years of the decedent for which a joint return may be made if more 
than one such taxable year is involved. Thus, in the ease of husband and wife 
on the calendar-year basis, if the wife dies in January, 1949, a joint return for 
the husband and wife for 1948 may be made if the conditions set forth above are 
satisfied with repsect to such return. A joint return may also be made by the 
survivor for both himself and the deceased spouse for the calendar year 1049 
if it is separately determined that the conditions set forth above are satisfied 
with respect to the return for such year. In determining whether an executor 
or administra. tor is appoiuted before the last date prescribed by law for filing 
the return of the surviving spouse, an extension 'of time for making the return 
is intended to be included. 

The condition set f'orth in (A) above is designed to prevent a joint return 
being made by the survivor for himselt and the deceased spouse where the de- 

ceased spouse had already made a separate return for the taxable year for 
which the joint return is sought to be made. Thus, if, in the case of a spouse 
who died in February, 1049, such spouse had made prior to her death a separate 
return for 1948 (either on a Form W — 2 or Form 1040) or had made a joint re- 
turn with her spouse for 1948, the surviving spouse may not thereafter make a 
joint return for himself and the deceased spouse for 1048. If, in such case, a 
joint return for 1048 had been made bv such spouses during the life of both 
spouses, such return is the return of the spouses for 1948. For the purposes of 
(A) above no return shall be considered as made by the decedent unless it 
was made before her death by her or her agent or guardian. If an executor 
or administrator has been appointed within the time provided in (B) and (C) 
of section 51(b) (4), the surviving spouse can not make a joint return for him- 
self and the deceased spouse whether or not a separate return for the deceased 
spouse is made by such executor or administrator, for, at that time, the joint 
return, if one is to be made for the deceased spouse, must be made by tke 
executor or administrator. 

If the surviving spouse makes the joint return provided for above, and there- 
after an executor or administrator of the decedent is appointed, the executor 
or administrator (in order to relieve the decedent's estate from joint and 
several liability for the whole tax, or for any other reason) may disaifirui 
such joint return. This disaifirmance, in order to be effective, must be made 
within one year after the last day prescribed by law for filing the return of 
the surviving spouse (including any extension thereof) and must be made in 

the form of a separate return for the taxable year of the decedent with respect 
to which the joint return was made. In the event of such proper disaifirmance, 
the return made by the survivor shall constitute his separate return, that is, 
the joint return made by him shall be treated as his return aud the tax thereon 
shall be computed by excluding all items properly includible in the return of 



the deceased spouse. The separate return made by the executor or administra- 
tor shall constitute the return of the deceased spouse for the taxable year. The 
time allowed the executor or administrator to disaffirm the joint return by the 
making of a separate return is not intended to establish a new due date for the 
return of the deceased spouse. Accordingly, the provisions of sections 291 and 
294 of the Code, relating to delinquent returns and delinquency in payment of tax, 
will be applicable to such return made by the executor in disaffirrnanee of the 
joint return. 

Paragraph (5), of section 51(b) as amended in the bill, provides for the 
determination of status of individuals for the purpose of making joint returns. 
In accordance with the extension of the joint return privilege to cases in which a 
spouse died during the taxable year, the status determination of individuals 
ss husband and wife in such a case is to be made as of the time of the death 
of such spouse. In this and in other respects the determination of status for 
the purposes of section 51 is the same as that provided under section 28 (aa) (6), 
as added by section 802 of the bill with respect to the allowance of the standard 
deduction, except that the determination of status applies under section 51 only 
where two individuals have taxable years beginning on the same day, 

Paragraph (6), of section 51(b) as amended in the bill, contains cross-ref- 
erences to section 12(d) of the Code and to section 400 of the Code. 

SECTION 304. DEDUCTIONS FOR MEDICAL EXPENSES. 

This section amends section 23(x) of the Code, relating to deduction for 
medical expenses. Under existing law the maximum deduction is $1, 250 for the 
taxable year if only one exemption is allowed under section 25(b), and $2, 500 
if more than one exemption is allowed. Under the proposed amendment these 
limitations will still be applicable in the ease of separate returns. The limita- 
tions will also be applicable in the case of joint returns where there are not more 
than two exemptions, but if, in the case of a joint return, there are three exemp- 
tions allowed, the maximum deduction shall be $8, 750, and ii', in the case of a 
joint return, there are four or more exemptions allowed, the maximum deduction 
shall be $5, 000. The exemptions referred to do not include exemptions allowed 
under section 25(b) (1) (B) or (C), relating to the exemptions for individuals 
who have attained the age of 65 and for blind individuals. As under existing law 
the deduction is allowed for medical expenses under section 28(x) to the extent 
that such expenses exceed 5 per cent of the adjusted gross income, or 5 per cent 
of the aggregate adjusted gross income in the case of a joint return. 

SECTION 305. TA~LE YEARS To WHICH AMENDMENTS APPLICABLE. 

This section provides that the amendments made by this title of the bill, pro- 
riding for "income splitting, " shall be applicable with respect to taxable years 
beginning after December 81, 1947. The requirements of section 51(b) of the 
Code as amended by the bill with respect to the filing of a joint return are also 
made applicable to taxable years of both husband and wife beginning on the 
same day in 1947 if at least one such taxable year ends in 1948. Thus, a joint 
return by the husband and wife for a fiscal year beginning in 1947 aud ending in 
1948 ean not be made unless permitted by the provisions of section 51(b) as 
amended by the bill. If a husband and wife, as of the close of their fiscal year 
beginning in 1947 and ending in 1948, are legally separated under a decree of 
separate maintenance, they can not make a joint return for such fiscal year 
under the provisions of section 51(b) as amended by the bill (although under 
existing law they could make a joint return). However, in the case of a husband 
and wife who have been making their returns on the basis of. a fiscal year ending 
June 80, if the wife died before June 80, 1948, and after the beginning of their 
taxable years beginning July 1, 1947, a joint return may be made, under section 
51(b) as amended by the bill, for the deceased spouse and the survivor for the 
taxable year of each beginning July 1, 1947 (although under existing law a joint 
return could not be made in such a ease). 

TITLE III. — HUSBAND AND WIFE. 

PART II. — ESTATE AND GIFT TAX. 

SECTION 351. ESTATE TAX TRANSFERS OF COMMUNITY PROPERTY IN CONTEMPLATION 
OF DEATH, ETC. 

This section repeals, effective with respect to estates of decedents dying after 
the date of enactment of this bill, section 811(d) (5) of the Code, relating to 
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transfers during life of community property includible in the gross estate under 
section 811 (c) or (d) of the Internal Revenue Code (such as transfers in con 
templation of death, etc. ). The extent to which any such transfer of community 
property is includible in the gross estate of the transferor is determined under tbe 
law at the date of his death (that is, with respect to decedents dying after ibe 
date of the enactment of this bill, without regard to section 811(d) (5) ). 

SECTION 352. ESTATE TAX — JOINT AND COMMUNITY INTERESTS. 

This section repeals, effective with respect to estates of decedents dying after 
the date of enactment of this bill, section 811(e) (2) of. the Internal Revenue Code, 
relating to inclusion of community property in the gross estate of the decedent 
In. the case of decedents dying after the date of enactment of this bill, the extent 
to which community property held by the decedent and his spouse at the death 
of the decedent is to be included in his gross estate will be determined withpnt 
regard to section 811(e) (2). Clerical amendments are also made by this section 
to reinstate the form of section 811(e) prior to the enactment of the Revenue 
Act of 1942. 

SECTION 353. ESTATE TAX — PROCEEDS OF LIFE INSURANCE 

This section repeals, effective with respect to estates of decedents dying after 
the date of enactment of this bill, section 811(g) (4) of the Code, relating to 
community property in the case of life insurance. Since section 811(g) was 
completely rewritten in the Revenue Act of 1942, the repeal prospectively of 
section 811(g) (4) makes applicable to decedents dying after the date of enact- 
ment of this bill the rules of section 811(g) which would be applicable had 

paragraph (4) never been contained in section 811 (g). 
SECTION 354. GIFT TAX~IFTS OF COMMUNITY PROPERTY. 

Section 1000(d) of the Internal Revenue Code provides a special rule for 
treatment of transfers of community property by gift. This section of the bill 

provides that section 1000(d) shall be applicable only to gifts made after the 
calendar year 1942 (when the gift tax provisions of the Revenue Act of 1942 first 
became effective) and on or before the date of enactment of this bill. Thus, in 
the case of a gift of community property after the date of enactment of this bill 
the extent to which the gift is that of the husband and wife shall be determined 
without regard to section 1000(d) of the Code. However, for the purpose of 
the computation of tax under section 1001 of the Code, section 1000(d) shall be 
applicable in determining net gifts with respect to gifts of community property 
made after the calendar year 1942 and on or before the date of the enactment of 
this bill. The net gifts for such period are included in the net gifts for preceding 
calendar years, to which are added the net gifts made for a current calendar year 
in order to determine the rate at which the net gifts for the current calendar 
year will be taxed. The above application of section 1000(d) is limited to the 
purposes of the gift tax and does not apply in determining the extent to which 
transfers of community property are transfers by the decedent under the 
estate tax. 

TITI, E IV. — ADJUs'rED GBoss INcoMK oF LEss THAN $5)000. 

SECTION 401. INDIVIDUALS WITH ADJUSTED GROSS INCOMES OF LESS THAN $5)008. 

This section of the bill amends section 400 of the Code, relating to the optional 
tax on individuals with adjusted gross incomes of less than $5, 000. Instead of one 
tax table for computing the tax in the case of such individuals, as under existing 
law, the bill amends section 400 of the Code to provide two tax tables. Both tax 
tables give effect to the reductions in tax and additional exemptions provided in 
Titles I and II of the bill. However, the first table is applicable only for tbe 
purpose of computing the tax other than in the case of a joint return of husband 
and wife under section 51 of the Code. The second table, which gives effect Dot 

only to the provisions of Titles I and II but also to the income-splitting provisioBS 
of Title III of the bill, is applicable only for the purpose of computing, under 
section 400, the tax in the case of a joint return of husband and wife under 
section 51 of the Code. 

The amendments made by this section of the bill are applicable with respect 
to taxable years beginning after December 81, 1947. Special provision is made 
in section 801 of the bill for taxable years beginning in 1947 and ending in 1948 



TITLE V. — REDUGTIQN IN WITIIHCLDING CF TAx AT SoUROE CN WAGEs. 

SECTION 501. PERCENTAGE METHOD. 

This section of the bill amends section 1022 (a) and (b) (1) of the Internal 
Revenue Code, relating to the percentage Inethod of withholding, to reflect the 
reductions in tax provided in Titles I and II of the bill. 

SECTION 505. WAGE BRACKET WITHHOLDING. 

This section of the bill amends section 1022 (c) (1) of the Code, relating to wage 
bracket withholding, by changing the tax tables contained in that section oi the 
Code in order to reflect the reduction in tax provided in Titles I and II of the bill. 

SECTION 505. EFFECTIVE DATE. 

This section provides that the amendments made by this title shall be applicable 
only with respect to wages paid on or S. f ter April 1, 1948. 

TTTLE VI. — FIscAL YEAR TAxPAYERs. 

SECTION 601. FISCAL YEAR TAXPAYERS. 

This section of the bill makes the usual special provision for computation of 
the tax in the case of taxpayers making returns on a fiscal year basis, in this case 
for fiscal years beginning in 1947 and ending in 1948. 

1948-9-12799 
REVENUE ACT OF 1948. 

[Senate Report No. 1018, Eightieth Congress, Seconal Session. Calendar No. 1055. ] 
[March 16, 1948 (legislative day, March 15), 1948, ] 

Mr. Millikin, from the Committee on Finance, submitted the following report 
[to accompa. ny H. R. 4790]. 

The Committee on Finance, to yvhom was referred the bill (H. R. 4790) to 
reduce individual tax payments, and for other purposes, having had the same 
under consideration, report favorably thereon with amendments and recom- 
mend that the bill, as amended, do pass. 

I. GENERAL STATEMENT. 

Your committee's bill is designed to provide a stimulus to labor, management, 
and venture capital; an adjustment for the increase in the cost of living; and 
the geogranhical equalization of the burden of the income, estate, and gift 
taxes. 

The heavy individual income-tax rates now in effect constitute a serious 
restriction upon new investment, inhibit the incentives of management, and pre- 
vent the normal increase in productivity of labor. These rates impede the pro- 
duction which is so necessary in the immediate future in order to stabilize our 
economy and which in the long run is essential to an increase in the American 
standard of living. Your committee's bill is a step toward the development of a 
tax-rate schedule which is consistent with the maintenance of a healthy Ameri- 
can economy. 

Adjustment for the present high cost of living is made by an increase in 
exemptions under the individual income tax. This relief is heavily concen- 
trated among taxpayers in the low-income brackets. Such taxpayers also re- 
ceive preferential treatment in the percentage tax reductions made by this bill. 
Additional relief is granted to persons 05 and over and to the blind. 

Equalization is provided for the tax burdens of married couples in common- 
law and community-property States. The bill corrects existing inequaliti 6 

under the estate and gift taxes, as well as the individual income tax. 
The reduction in tax liabilities provided by your committee's bill amounts 

to $4. 8 billion in a year of full opera. tion, or about $2 billion less than the House 
bill. This decrease was deemed advisable in order to place tax reduction on 
a more conservative basis, and to provide additional assurance of ample 
surpluses for debt reduction and contingencies in the current year and in years 
to come. 
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Tssf s I. — 3 comparison of the effective individual income tasr rates stnder I(resent 
lato, ttnder the IIottse bill, and the Benate Finance Committee bill, 

Single person, no 
dependents. 

Married person, no de- 
pendents, entue income 
earned by 1 spouse. 

Mamed person, 2 
pendente, entire (nccrae 
earned by 1 spouse. 

Income after 
oeductions but 

be(ore exemptions. 
Present 

law. 

H. R. 
4790 

(House 
bill). 

H, R. 
4790 

(Finance 
Com- 

mittee 
bill) . 

H. R. 
Present 4790 

law. (House 
bill) . 

H. B, 
4790 

(Finance 
Com- 

mittee 
bill) . 

H. R. 
Present 4790 

law. (House 
bis). 

H. R. 
4790 

(Finance 
Co(e- 

mit tea 
biU), 

Per cent. Per cent. Pcr cent. Per rent. Per cent. Per cent. Per cent. Per cent. Pcr cent, 

$500. . 
$600 
$700. 
$750 
fsoo 
$800 
$1, 000 
$1, 200 
$1, 500 
$1, 800 
$2, 000 
$2, 500 
$3', Ooo 
$4, 000 
$5, 000 
f6, 000 
$7, 000 
$8, 000 
3 Q, OOO 

$10, 000 
$11, 000 
$12, 000 
$13, 000. 
$(4, 000 
$15, 000 
$20, 000 
$25, 000 
$30, 000 
$40, 000 
$50, GOG 

$60, 000 
$70, 000 
$80, 000 
$90, 000 
floo, ooo 
$150, 000 
$200, 000 
$250, 000 
$300, 000 
$400, 000 
$500, 000 
f750, 000 
$1, 000, 000 

3. 17 
5. 43 
6. 33 
7. 12 
8. 44 
9. 50 

11. 08 
12. 67 
13. 72 
14. 25 
15. 20 
16. 15 
17. 34 
18. 43 
19. 47 
20. 49 
21. 49 
22. 48 
23. 47 
24. 44 
25. 41 
26. 42 
27. 45 
28. 47 
38. 23 
37. 45 
40. 88 
46. 06 
50. 27 
53. 75 
56. 63 
59. 16 
61. 43 
68. 54 
70. 54 
74. 28 
76. 71 
78. 33 
80. 36 
81. 58 
83. 20 
84. 01 

1. QO 

2. 66 
3. 33 
4. 43 
5. 32 
6. 65 
7. 98 
9, 61 

10. 64 
11. 52 
12. 36 
13. 45 
14. 54 
15. 83 
16. 94 
18. 03 
19. 03 
20. 03 
20. 98 
21. 94 
22. 88 
23. 87 
24. 82 
29. 28 
33. 18 
36. 35 
41. 10 
44. 96 
48. 13 
50. 76 
53. 05 
55. 12 
57. 03 
63. 38 
66. 77 
68. 97 
70. 45 
72. 29 
73. 39 
74. 86 
75. 60 

2. 37 
3. 32 
4. 15 
5. 53 
6. 64 
8. 30 
9. 96 

11. 07 
11. 62 
12. 62 
13. 65 
15. 08 
16. 21 
17. 33r 
18. 32 
19. 33 
20. 27 
21. 24 
22. 15 
23. 09 
24. 03 
25. 01 
25. 96 
30. 44 
34. 40 
37. 62 
42. 47 
46. 40 
49. 64 
52. 33 
54. 68 
56. 80 
58. 76 
65. 44 
69. 39 
71. 93 
73. 63 
75. 76 
77. 00 
77. 00 
77. 00 

3. 17 
6. 33 
S. 44 
9 "0 

11. 40 
12. 67 
14. 72 
15. Q6 
17. 42 
18. 46 
19. 71 
20. 69 
21. 85 
22. 80 
23. 91 
24. 85 
25. 99 
26. 98 
31. 97 
36. 33 
39. 90 
45. 24 
49. 59 
53. 15 
56. 10 
58. 67 
60. 99 
63. 13 
70. 26 
74. 06 
'76. 54 
78. 19 
80. 25 
81. 49 
83. 15 
83. 97 

2. G6 
4. 43 
5. 32 
6. 92 
7. 98 

10. 64 
11. 55 
12. 36 
12. 99 
13. 45 
13. 82 
14. 55 
15. 24 
15. 83 
16. 32 
16. 94 
17. 52 
20. 03 
22. 36 
24. 82 
29. 28 
33. 18 
36. 85 
38. 91 
41. 11 
43. 12 
44. 96 
51. 97 
5?. 03 
60. 84 
63. 38 
66. 77 
68. 97 
71. 92 
73. 39 

3 32. 
5. 53 
6. 64 
8. 63 
9. 96 

11. 62 
12. 62 
13. 65 
14. 46 
15. 08 
15. 5o 
16. 21 
16. 82 
17. 33 
17. 75 
18. 32 
18. 86 
21. 24 
23. 51 
25. 96 
30. 44 
34. 40 
37. 62 
40. 22 
42. 47 
44. 52 
46. 40 
58. 58 
58. 76 
62. 67 
65. 44 
69. 39 
71. 93 
75. 33 
77. 00 

3. 80 
6. 33 
9. 50 

11. 78 
13. 30 
14. 93 
16. 15 
17. 52 
18. 62 
19. 86 
20. 90 
22. 07 
23. 07 
24 26 
29. 45 
34. 09 
37. 94 
43. 60 
48. 22 
51. Q6 
55. 05 
57. 71 
60. 10 
62. 30 
69. 69 
73. 63 
76. 19 
77. 90 
80. 04 
81. 32 
83. 03 
83. 88 

0. 53 
. 2. 66 
5. 82 
7. 72 
9. 12 

10. 12 
10. 94 
11. 59 
12. 10 
12. 82 
13. 60 
14. 27 
14. 84 
15. 47 
18. 29 
20. 80 
23. 26 
27. 92 
31. 97 
35. 29 
37. 95 
40. 22 
42. 31 
44. 23 
51. 42 
56. 59 
60. 47 
63. 08 
66. 54 
68. 79 
71. 79 
73. 30 

G. 66' 
3. 32 . 6. 64 
S. 63 
9. 96 

11. 15 
12. 17 
12. 97 
13. 61 
14. 32 
15. I 
15. 64 
16. 16 
16. 5 
19. 44 
2L 90 
24. 35 
29. 05 
33. 16 

43. 69 
45. 64 
53. 01 
58. 30 
62. 29 
65. 12 
69. 14 
"rl. 74 
75. 20 
76. 93 

source: Staff of the Joint Committee on Internal Revenue Taxation. 

II. SUMMA OF ('HANGS IN EXISTING Law. 

H. R. 4790, as amended, is both a tax-reduction and tax-equalization bill. The 
tax-reduction features apply solely to the individual income tax. They include 
a general increase in exemptions, a reduction in all tax rates, but with the larger 
yart of the relief in the lower income brackets, and special exemptions for those 
over 65 and the blind. The tax-equalization features of the bill apply to the 
individual income tax and the estate and gift taxes. They are designed to 
produce uniform treatment for residents of common-law and community-yropertl' 
States. 

4 comparison of the eiTective individual income tax rates under your com- 
mittee's bill, under the bill as passed by the House, and under present law is 
shown in table I. The changes in the rates and exemptions of the individual 
income tax under this. bill are effective January 1, 1948. The changes in with 
holding rates will become eRective on May 1, 1948. Overwithholding during the 
first four months of 1948, which is not offset by decreased payments on estimated 
taxes or final returns, will of course be refunded to the taxpayer. The changes 
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in the estate and gift tax become law on the date of enactment of this bill. 
brief description of the changes provided by your committee's bill is given below. 

A. INDIVIDUAL INCOXIE TAXES. 

1. Personal and dependency exemptions are increased from $500 per capita to 
$600 per capita. 

2, Percentage tax reductions ranging from 12. 6 per cent to 5 per cent, according 
to the size of the income, are provided for all taxpayers. Table II compares these 
percentage reductions with those in the bill as passed by the House. 

While the percentage reduction from the present law tax are carried out to 
one decimal place in two instances, the reductions in tentative tax are in even 
percentages as far as the bulk of the taxpayers are concerned. Since these reduc- 
tions are the percentages which appear on the tax form, your committee believed 
that it was important to have the reductions in tentative tax expressed as even 
percentages in the lower brackets. Moreover, your committee's reductions are 
made in a form which avoids the necessity of using the "notch" rate of $67 
appearing in the House bill. This is accomplished by making the reduction in 
the lowest bracket available to all taxpayers with corresponding adjustment in 
the reductions allowed with respect to additional income. This change removes 
the only serious administrative problem raised by the Commissioner of Internal 
Fxevenue at your committee's hearings. 

The percentage reductions in your committee's bill are as follows: 
(a) Persons with incomes of $2, 000 or less after deductions and exemptions' 

receive a 12. 6 per cent reduction in their tax. 
(b) Persons with incomes of. $'2, 000 to about $136, 700 after deductions and 

exemptions receive a reduction of 12. 6 per cent of the tax on the first $2, 000 of 
their net incomes after exemptions and a reduction of 7. 4 per cent of the balance 
of their tax. 

(c) Persons with incomes in excess of about $136, 700 receive a reduction of 12. 6 
per cent of the tax on the first $2, 000 of their incomes after deductions and exemp- 
tions, a reduction of 7. 4 per cent of the tax on the next $134, 700, and a reduction 
of 5 per cent of the balance of their tax. 

TASLE II. — Percentage reductions in individual income tazes provided under your 
committee'3 bill and under the bill as passed by the House. 

Iacome after deduo. 
tioas sad exemp- Teatstive tsxS Reductions in teatstive taxs Reductions ia present law tax. 
tioas. 

A. REDUCTIONS UNDER YOUR COMMITTEE'S BILL. 

30 to $2, 000 $0 to $400 
$2, 000 to $136, 719. 10 $400 to $100, 000 

$136, 719. 10 aad over $100, 000 sad over 

17 per cent 
17 per cent of tbc tentative tax 

on the first $2, 000 of surtax 
aet income plus 12 per cent 
of the tentative tax on the 
excess. 

17 per cent of the tentative tax 
on the first $2, 000 of surtax 
aet income, plus 12 per cent 
of the tentative tax oa about 
the next $134, 700 plus 9. 75 
per cent of tbe teatative tax 
on the excess. 

12. 6 per cent. 
12. 6 per cent of the present law 

tax on the flrst $2, 000 of sur- 
tax aet income, plus 7. 4 per 
cent of the present Isw tax oa 
the excess. 

12. 6 per cent of the present law 
tax on the first $2, 000 of sur- 
tax aet income, 7. 4 per cent 
of the present law tax on 
about the nest $134, 700, pIus 
5 per cent of the present Iaw 
tax on the excess. 

B. REDUCTIO NS UNDER THE HOUSE BILL. 

$0 to $1, 000 
$1, 000 to $1, 395. 83 
$1, 395. 83 to $4, 0M 
$4, 000 sad over ' 

$0 to $200 
$200 to $279. 17 
$279. 17 to $840 
$840 aad over 

83. 5 per cent 
$6 
24 per seat 
24 per cent of the teatstive tax 

on the first $4, 000 of surtax 
aet iaeome plus 14. 5 per cent 
of the teatative tax on the 
excess. 

30 per cent. 
30 per ceat to 20 per ceat. 
20 per cent. 
20 per ceat oi' the present law 

tsx on the first $4, 000 of sur- 
tax aet iacoiae plus 10 per 
cent of the present law tsx on 
the excess. 

I More correctly, tentative aormsl tax sad surtax. The term " tentative" refers to the tsx computstioa 
before the 5 per cent reduction provided by present law or the perceatage reductions provided uader tbis 
bill. 

I More accurately, surtax aet incomes. For clearer understanding, however, the term 
"iacomea after deductions aad exemptioas" will be used hereafter in ibis report, 



S. Husbands and wives are permitted to split their income for tax purposes. 
Those who avail themselves of this opportunity file joint returns, divide their 
net income and exemptions by 2, compute their tax on this basis, and multiply the 
result by 2. Since in this change the maximum standard deduction for married 
couples is increased to $1, 000, the maximum standard deduction for single persolts 
is also increased to $1, 000. ' 

4. An additional exemption is granted to taxpayers who are 65 or over. If 
both husband and wife have attained the age of 65, the $600 exemption is granted 
to each spouse. 

5. An additional $660 exemption is granted to taxpayers who are blind. If 
both husband and wife are blind, the $600 exemption is granted to each spouse 
A blind person 65 or over may claim this exemption in addition to that based, 
on age. 

B. ESTATE A'ND GIFT TAXES. 

1. The 1942 amendments to the estate and gift ta~es which provided special 
rules in the cs. se of community property are. repealed for persons dying and as to 
gifts made after the date of the enactment of this bill. Generally, this restores 
the rule by which estate- and gift-tax liabilities are dependent upon the owner- 
ship of the property under State law. Thus, in community-property States, 
irrespective of which spouse dies first, only one-half of the community property 
is included in the gross estate. Similarly, a gift made out of community property 
is taxable one-half to the husband and one-half to the wife, since under State law 
each owns a one-half interest in the property. 

2. Provision is made for estate and gift tax "splitting" of noncommunity 
property. This provision also will apply to persons dying after the date of the 
enactment of this bill, so that community property and noncommunity property 
may be placed on an equal basis at the same time. Under this provision property 
passing outright in a common-law State from a decedent to the surviving spouse 
is deducted from the decedent's gross estate up to a limit of 50 per cent of the 
value of the decedent's gross estate less deductions for funeral expenses, debts, 
and other claims against the estate. In a similar fashion husbands and wives, in 
common-law States, may treat their gifts as being made one-half by each spouse. 
Residents of community-property States may also take advantage of the estate 
and gift tax splitting provisions with respect to transfers of their separate 
property. The same splitting effect is achieved for community property by the 
repeal of the 1942 amendments. 

C. CAPITAL GAINS TAX. 

Under your committee's bill property received by the surviving spouse as his 
interest in the community is given the same basis for gain or loss on a subsequent 
sale as it would have had if the interest had been acquired by bequest, devise, or 
inheritance from the decedent spouse. With the repeal of the 1942 amendments 
this means that the basis for calculating capital gain or loss will be the value as 
of the date of death, or the optional valuation date, for the entire community 
interest. 

III. SUMMARY oF EsTIMATED REvENUE KFFEcT CF TAX REDUOTION. 

EFFECT OF BILL ON TAX LIABILITIES. 

Individual income-tax liabilities under your committee's bill are estimated at 
$16, 884 million in a full year of operation, assuming a personal income level of 
$298 billion. This compares with liabilities of $14, 999 million under the bill as 
passed by the House and $21, 458 million under present law. Thus your com- 

' Present lavr provides that a standard deduction mav be used by a taxpayer in fieu ef 
itemizing his defuctions. A taxpayer with an income before deductions or exemptions of 
less than $5, 000 vvho uses the Supplement T tax table automatically is allowed a stand«d 
deduction equal to about 10 per cent of his income. por an individual whose income before 
deductions or exemptions is $5, 000 or more a standard deduction of 5500 is allowed. Your 
committee's bill will allow a married couple who tiles a joint return, or a single persoui 
vvhose income before deductions or exemptions is between 55, 000 and $10, 000, a standard 
deductiou equal to 10 per cent of iucome. If the income before deductions or exemptioss 
of such a person is 510, 000 or more he is allowed a standard deduction of $1, 000. 



mittee's bill provides for a reduction of $4, 574 million in the individual income- 
tax liabilities as compared with $6, 459 million under the House bill. Under 
both your committee's bill and the House bill there is also a reduction of $199 
million in estate and gift tax liabilities. Hence, the total reduction in liabilities 
under the committee's bill is $4, 773 million a, s compared with $6, 608 million under 
the House bill. 

The effect of your committee's bill and the House bill on individual income tax 
and estate and gift tax liabilities is summarized in table III, which follows: 

TABLE III. — Estimated tear liabilities under present late, under your committee's 
bill, and the House bill, assuming a personal income level of $208 billion. 

[In millions of dollars. ] 

Present 
faw. 

Finance 
Commit- 
tee's bilL 

House 
bill. 

Individual income tsx liabilities 
Reduction in individual income tsx liabilities under H. R. 4790 
Estate snd gift tax liabilities 
Reduction in estate and gift tsx liabilities under H. R. 4790 
Total reduction in tax liabilities under H. R. 4790 

21, 458 

820 

16, 884 
4, 574 

621 
199 

4, 773 

14, 999 
6, 459 

621 
199 

6, 658 

Source: Staff of the Joint Committee on Internal Revenue Taxation. 

B. DIIFEBENCE BETWEEN LIABILITIES AND COLLECTIONS. 

A tax reduction expressed on a liability basis, such as the ones shown in the 
above table, indicates the decrease in obligations incurred by taxpayers durin a 
year. However, for the purpose of determining the effect of your committee's 
bill on the budget, it is necessary to present revenue estimates on a collection 
basis; 

A tax. reduction expressed on a collection basis indicates the actual loss in 
receipts of the Government in a specific year. Usually in the year in which 
a tax reduction is made, the effect of the reduction in liabilities is not reflected 
fully in the collections because of the lag in collections behind the incurring 
of the tax liability. Thus, although the tax reduction under your committee's 
bill is effective during half of tl'e fiscal year 1948, only about 23 per cent of the 
half-year reduction in liabilities is refiected in the collections during that year. 
Usually, in the vear after the tax reduction the loss in collections exceeds the 
liability reduction. This is because the abnormal lag of collections behind lia- 
bilities in the year of the reduction is largely made up in the year after the 
reduction. In the second year after the reduction, the collections are about the 
same as the liabilities. 

C. EFFECT OF BILL ON TAX COLLECTIONS. 

Table IV presents the eft'ects of the tax reduction proposed by your commit- 
tee and that contained in the House bill on collections during the fiscal years 
1948 and 1949. A personal income level of $208 billion in the calendar year 1948 
has been assumed. On this basis, your committee's bill would reduce collec- 
tions in the fiscal vear 1948 by $558 million, and reduce collections and increase 
refunds in the fiscal year 1949 by $5, 100 million. On a similar basis the House bill 
would reduce collections in 1948 by $1, 026 million and in 1949 by $6, 963 million. 

The revenue loss in the fiscal year 1949 is in excess of the estimated reduction 
in liabilities in both your committee's bill and the House bill, primarily because 
H. It. 4790 is being acted on after January 1, 1948, the date when the chan, e 
in liabilities is effective. As a result there will be overwithholding of the in- 
come tax in the early months of this year, which in the fiscal year 1949 will fle- 
crease payments of estimated tax and payments with final returns, and Ivi[1 
increase the tax refunds reouired. 



290 

TABf E IV. — Effect on total receipts in the fiscal years 19' and. 19119 of tfotfr com- 
mittee's bill and, ttte House baal, assuming personal income of $208 billion in the 
calendar year 19178. 

(In raillions of dollars. l 

Esthnated Redden 
receipts under H. 

R. 4799- 

A. For the fiscal year 1943: 
Presont law 
Finance Committee bill 
House bill 

B. For the fiscal year 1949: 
Present law 
Finance Committee bill 
House bilL 

46, 344 
45, 736 553 
45, 313 1, 925 

47, 256 
'42, 156 1 5, 199 
'40, 293 '6, 953 

~ Tnts includes an afioSrance for additional refunds. 
Source: Staff of the Joint Committee on Internal Revenue Taxation 

IV. TIfE FISCAL OUTLOOK JN 1948 ANB 1949. 

INCOME ASSUMPTIONS USED IN Gc!. LCULATING REVENUE ESTIMATES. 

The personal income levels, expressed as annual rates, on which your com- 
mittee based its revenue estimates for the fiscal years 1948 and 1949 are: 

First half of calendar year 1947 (actual) 
Second half of calendar year 1947 (actual) 
First half of calendar year j948 (assumed) 
Second half of calendar year 1948 (assumed) 
First half of calendar year 1949 (assumed) 

Btlsoas. 
$191 
208 
210 
205 
195 

The above figures produce an average of $197 billion for the calendar year 1947 
and $208 billion for the calendar year 1948. The average for the fiscal year 1948 
is $207 billion and for the fiscal year 1949 $200 bioion. For the purpose of esti- 
mating revenues the calendar year averages are the more significant because a 
large portion of the collections in the fiscal year is based on liabilities incurred 
in the preceding calendar year For instance, the bulk of the collections in the 
fiscal year 1949 arise from liabilities incurred in the calendar year 1948. 

The balf-year income levels assumed for 1948 and 1949 are the same as those 
appearing in the House report on H. It. 4790, with the exception of tbe assump- 
tion for the first half ol the calendar year 1948. This was adjusted downward 
by $2 billion to take into account the recent break in commodity prices. While 
this appears to represent a liberal allowance for the ejfects of these price declines, 
your committee would prefer to understate rather than overstate revenues in 
considering a tax-reduction bill. It was not necessary to change the House 
assumptions for the two remaining half-year periods, since liberal adjustments hs. d 
already been made for a commodity price decline in these two half-year periods. 

The as umption of a $210 billion personal income level for the first half of 
the calendar year 1948 is very conservative. Actual performance may well 
exceed this level. At the time the House report was prepared, a preliminary 
estimate for December indicated that personal income in that month was 
running at an annual rate of $208. 5 billion. However, the correct figure for 
December turned out to be $210. 4 billion; and the figure for January, which has 
just been made available, is $210. 8 billion. Since bot)1 are slightly above your 
committee's assumption for the first half of the calendar year 1948, the latter 
is in fact only a projection of the current income level. It does not take into 
account any rise which may very well take place during the coming months. 
The figures of $205 billion for the second half of tbe calendar vear 1948 and $195 
billion for the first half of the calendar year 1949 are substantially below 
current levels. In fact, they assume a recession which it is hoped will not take 
place. All of these assumptions were purposely made on a conservative basis to 
demonstrate to even the most pessimistic that there is room in the budget for 
a tax cut. 



R. OUTLOOK IN FISCAL YEAR 1948. 

Table V shows the effect of H. R. 47S0, as amended by your committee, upon 
the Budget of the Federal Government in the fiscal year 1948, assuming the 
President's estimate of expenditures is increased in 1S48 by a $3 billion budgetary 
expenditure to a trust fund in 1948 which will be available for expenditure for 
the European Recovery Program in 1949. This $8 billion transaction has already 
been approved by the Senate. Allowance has also been made for additional 
foreign aid expenditures not in the budget. Table V follows: 

TaRLR V. — Effect of II. R. $790, as amended by your coinmittee, upon the budget 
in the fiscal year 19'&8, assuming a $8 billion eapenditure in 19/q8 to a trust fund 
available for expenditure under the European Recovery Program in 19fl9. ' 

In muwons. 

$46, 844 Receipts under present law (staff estimates) 
Expenditures: 

Budget total 
ERP trust fund expenditure 
Additional foreign aid not in budget 

$87, 728 
8, 000 

84 
40, 762 

The personal income level assumed in the President's Budget presented in 
January was $200 billion for the calendar year 1948 and the first half of the 
calendar year 1949. Purported to be the "current" income level, it was in fact 
more than $10 billion below the levels of December, 1947, and January, 1948, 
and over $5 billion below the level in the fourth quarter of 1947. Only by 
going back to the third quarter of 1947 is it possible to find a "current" level 
in the neighborhood of $200 billion. 

It is interesting to note that the Secretary of the Treasury in his statement 
before vour committee no longer called $200 billion the "current" personal 
income level, but simply said that it would not seem "prudent" to estimate 
revenues on a higher level. It was not made clear, however, why it is "prudent " 
to assume an immediate drop in the personal income level of considerably more 
than $10 billion during the remaining three months of this half year. Your 
committee finds it most difiicult to reconcile this drop in personal incomes, which 
the Treasury insists on assunfing, with the administration's continuing delnand 
for anti-inflationary legislation, and with the Secretary of- Commerce's expressed 
rejection of the need. for a stimulus to investment. In this connection it is 
appropriate to recall that last year the Secretary of the Treasury iusisted on 
using a level of income payments which was some $8 billion below the then 
current level. 

Surplus before tax reduction 5, 582 
Tax reduction under your committee's bill 558 

Surplus after tax reduction 5, 024 
i The personal lucome level in the calendar year 1947 was $197 billion and lu the first 

half of the calendar vear 1948 ls assumed to ruu at au annual rate of $210 billion. 

Thus there will be a surplus of $5 billion in the fiscal year 1948 after the enact- 
ment of your committee's proposed tax reduction and taking into account the 
$3 billion trust fund expenditure and foreign-aid expenditures not in the Budget. 
Your committee believes this leaves ample room for adequate debt retirement and 
contingencies in the current fiscal year. 

Your committee's estimate of revenue collections in the current fiscal year of 
$M. 8 billion exceeds the estimate in the President's budget bv $1. 1 billion almost 
entirely because of a difference in the assumption used as to the level of personal 
income in the first half of the calendar year 1948. The Budget assumes that on an 
annual basis this will be $200 billion and your committee assumes it will remain 
at the current level of about $210 billion. 

C. OUTLOOK IN FISCAL TRaR 1949, 

Table VI shows the effect of H. R. 4790, as amended by your committee, upon 
the Budget of the Federal Government in the fiscal year 1949. A. personal income 
level of $208 billion is assumed in the calendar year 1948. Two different assump- 
tions are made as to congressional cuts in expenditures proposed by the President. 
Allowance has also been made for additional foreign-aid expenditures not in ths 
Budget. Table VI follows: 
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TADLE VI. — Effect of II. R. Jq790, as amended 'by yotsr committee, upon the be@get 
in the fiscal year 19/9, under two atsamptions as to the level of ea$'endi tares. 

[Ou the basis of a personal income level of $208 billion in calendar year 1948. ] 
A. Assuming only the $3 billion reduction in budgetary. expenditures in 

1949 resulting from 1948 trust fund expenditures of this amount 
available for the ERP in 1949: 

Receipts under present law (staff estimates) . $47, 256 
Expenditures: 

President's Budget $39, 669 
ERP trust fund expenditure in 1948 — 3, 000 
Additional foreign aid not in Budget 311 

86, 986 

Surplus before tax reduci:ion 10, 276 
Effect of your committee's bill '5, 100 

Surplus after tax reduction 5, 176 

B. Assuming the $3 billion reduction in budgetary expenditures in 1949 
resulting from 1948 trust fund expenditures of this amount avail- 
able for the ERP in 1949 and the $2. 5 billion cut recommended by 
Congress: 

B, eceipts under present law (staff estima. tes) $47, 256 
Expenditures: 

President's Budget $39, 669 
ERP trust fund expenditure in 1948 — 8, 000 
Recommended congressional cut - — 2, 500 
Additional foreign aid not in Budget 311 

Surplus before tax reduction 
Effect of your committee's bill 

12, 776 
'5, 100 

Surplus after tax reduction 
~ Includes refunds due to overwithholding in the fiscal year 1948. 

Thus there will be a surplus of $5' billion under the minimum assumption as 
to expenditure reduction in the fiscal year 1949, or a surplus of $7. 7 billion if the 
expenditure cut of $2. 5 billion recommended by Congress is made. Your com- 
mittee", believes that on either basis there is ample room for adequate debt 
retirement and other contingencies. 

Your committee's estimate of revenue collections in the fiscal year 1949 exceeds 
the estimate in the President's Budget by $2. 8 billion. This is due almost entirely 
to your committee's assumption of a personal income level of $208 billion in'the 
calendar year 1948 while the Budget assumed a level of $200 billion. 

V. TAx REDUGTION AND BUsINEss PBOSPEUTs. 

This tax bill is being presented at a time when the future of business conditions 
is extremely difficult to predict. On the one hand, the administration appears to 
be firmly wedded to the conclusion that the economic problem of the year ahead 
is infiation. On the other hand, there is a growing body of opinion among business 
econoInists that there will be a down-turn around the middle of the current 
calendar year. Your committee has heard expert witnesses who reached this 
conclusion. However, it is worth not[rig that in each case it was pointed out that 
the down-turn would not be of major dimensions. 

In order to place its revenue estimates on a conservative basis your committee 
has taken the more pessimistic alternative and assumed some decline during the 
last half of 1948 and the first half of 1949. This is not intended to be a forecast 
of the more likely course of events, but merely represents a desire to avoid the 
possibility of overstating the probable budget surplus. 

On. the other hand, it may be argued that i-nfiation will be the problem of the 
coming year and that some part of the $4. 8 billion tax reduction provided by your 
committee's bill will have inflationary effects. However, it should be borne in 

mind that the relatively small size of the reduction leaves surpluses which are 
sufiicient in amount. to implement a policy of contracting credit through debt 
retirement should that prove desirable. Also the stimulus to productive effort 
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provided by your committee's bill will act as a deterrent to inflationary pressures. 
A. dditional anti-inflationary effects will be secured by the expenditure reduction 
recommended by Congress. 

From the point of view of the immediate efTects of this debt retirement upon 
the economy, a better picture would be obtained if the Government'8 budgetary 
accounts were kept on a strictly cash basis. This is true because ousuch a basis 
receipts and expenditures which, from the point of view of the economy as a whole, 
are mere accounting entries, are eliminated. The President's Budget shows 
receipts and expenditures on a cash basis for the fiscal years 1947, 1948, and 1949. 
The resulting cash surpluses are compared with the corresponding budgetary 
surpluses in table VII which follows: 

Txaiz VII. — Comparison of cash and budgetarfj surpluses of the Federal 
Government 4ts shoton in the President's Itudget. 

[In billions of dollars. ] 

Fiscal year. Surplus on Budgetary 
cash basis. surplus. 

1947 
1948 
1949 

6. 7 
7. 7 
7. 1 

0. 8 
7. 5 
4. 8 

Source: Compiled from the Budget of the United States Government for the fiscal year ending June 30, 
1949. 

It is evident that the surpluses in 1947 and 1949 are very much larger when 
figured on a cash basis. The fact that the difference in 1948 is smaller is due 
to the cashing of terminal-leave bonds which increased the cash disbursements 
but not the budgetary expenditures. It is evident, therefore, that the immediate 
effects upon the economy of the debt retirement possible under your coiiunittee's 
bill would be very much greater than is indicated by an examination of the 
budgetary surplus alone. This is particularly true of the Qscal year 1949 when 
the redemption of terminal-leave bonds is a minor factor. 

The large amount of debt retirement which can be made after pro;ision for 
your committee's bill constitutes a desirable hedge against the possibility of con- 
tinued inQationary pressure. It will place the fiscal and monetary authorities 
in a position where they can, if they wish, exert a sharp deflationary pressure 
upon the econolny through properly managed debt retirement. As was pointed 
out at the hearings before your committee, the deflationary effects of debt retire- 
ment depend upon whose bonds are being retired. The least deflationary effect 
results from the purchase of securities held by individuals; a more deflationary 
effect is obtained from the purchase of securities held by commercial banks; the 
maximum effect is obtained. when the securities are purchased from the Federal 
Reserve System. 

During 1947 the administration's policy was to retire primarily debt held 
by commercial banks. While this is clearly deflationary in effect, the same 
result could have been achieved with a smaller debt reduction by shifting some- 
what more of the purchases to securities held by the Federal Reserve System. 
The large amounts remaining for debt retirement in the fiscal years 1948 and 
1949 after provision for your committee's bill, plus the possibility of concentrating 
a soiuewhat larger proportion of the purchases upon securities held by the Federal 
Reserve Banks, provide ample opportunity for increasing deQationary pressures 
should that policy prove desirable. 

In addition to the large debt retirement possible after provision for your 
committee's bill, the stimulus which the tax cut applies io production must be 
listed among the factors tending to counteract inflationary pressures. Because of 
the importance of this subject, not only for the immed. 'ate future but also for 
the long run, it is discussed at length in the next section of this report. It is 
sufficient here to express your committee's belief that increased production is 
the most satisfactory answer to high prices resulting from the pressure of pent- 
up demand on a limited supply. So fa. r as this method of attacking iniiation is 
available, its use is preferable to the arbitrary reduction of demand to fit a lower 
level of production. By decreasing tax rates in a. ll income brackets, your com- 
niittee's bill will increase the ir. centives of labor and management to produce, 
and the investors' willingness to assume business risks. The resuhing increase 
in production will be a substantial offset against infiationary pressures. 
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Moreover, Congress has already expressed its intention of reducing the 1049 
expenditures by $2. 5 billion. Such a reduction in expenditures will also offset 
inflationary pressure. 

If, however, the problem of the immediate future turns out to be not inflation 
but the avoidance of deflation, immediate tax reduction becomes imperative, 
and rapid debt retirement extremely dangerous. In the absence of the tax cut, 
as much as $15. 9 billion to $18. 4 billion might be available for debt retirement in 
the fiscal years 1948 and 1949. These amounts are so large that in the event of 
a downturn the deflationary effects would be extremely serious. Under your 
committee's bill the amount which might be available for debt retirement would 
be cut to between $10. 2 billion and $12. 7 billion. To a large extent the deflation- 
ary effect of debt retirement of this size can be offset if the persons in charge of 
debt management substitute for the purchase of bank-held securities the purchase 
of securities held by individuals. It would be much more difficult to offset the 
deflationary effects of a debt reduction of the size resulting from the continuance 
of the present tax law, even though ihe debt managers shifted as large a portion 
of the debt retirement as possible outside the banking system. 

Should business begin to taper off, the effects of the tax reduction upon in- 
centives to work and to invest would be extremely important, as would also the 
additional purchasing power generated by the increase in exemptions. 

VI. TAx REDUcTIDN AND INcENTIvES. 

In the opinion of your committee, production must be the ultimate answer 
both to the immediate problem of business stability and the long-run goal of 
achieving a higher stanclard of living. Incres. sed production requires the whole- 
hearted cooperation of all segments of our economy. To accomplish this goal 
the productivity of labor must be increased, the initiative of our business managers 
must be stimulated, and profits after taxes must be of sufficient size to attract 
investors into risk-taking enterprise. Your committee believes that the present 
high tax rates represent one of the chief obstructions to the achievement of this 
higher level of production. 

PRODUCTION IN THE IMMEDIATE FUTURE. 

The Secretary of the Treasury in his testimony before your committee, both 
this vear and last, stated his belief that industry was and is running at " virtual " 
capacity. Therefore, he could see no immediate need to remove the high tax 
rates which obstruct production. Despite his statement last year, the output of 
goods and services did increase in 1947. The recent Economic Report of the 
President estimates that 1947 production exceeded that of 1948 by nearly 5 per 
cent. Moreover, the report sets up the objective of a further 8 per cerit rise in 
the output of goods and services of the nonagricultural parts of our economy in 
1948. Thus it is apparent that the Secretary's opinion that we have reached a 
temporary limit in our productive effort is not well-founded. 

Increases in productivity and the removal. of bottlenecks in various industrial 
processes represent the two chief means of increasing production in the imme- 
diate future. Our experience after the First World War leads to the conclusion 
that a large increase in productivity can be expected in such postwar periods. 
After World War I productivity increased by more than 10 per cent a year for 
a period of three years. ' The absence of any such increase following World 
War II can be accounted for to a considerable extent by such obstructions as 
the present high tax rates. The absence of adequate monetary incentives is 
one of the important causes of the bottlenecks and the current low rate of in- 
crease in productivity. Your colomittee refuses to accept the conclusion that 
we have reached even a temporary limit to our productive effort, and 'believes 
that lower tax rates will be beneficial in stimulating production in the imme- 
diate future. 

B. PRODUCTION IN THE LONG RUN AND THE SCARCITY OF RISK CAPITAL. 

The availability of sufficient risk capital to meet the needs of business is a 
significant factor in increasing production in the immediate future, and the 
paramount consideration for the long run. Because your committee had re- 
ceived reports of shortages of such capital, it asked the Secretary of Com- 

' Basic Facts on Eimployment and Production, Senate Committee Print No. 4, Seventy- 
ninth Congress, first session, September 1, 1945, page 6. 
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merce to testify on this sub1ect at its recent hearings. The Secretary took the 
position that ample funds are available to meet current business needs, and 
found no evidence of a shortage of savings. 

However, the Secretary's emphasis was on the over-all need for business funds, 
and not on the point with which your committee was primarily concerned, the 
availability of venture capital. The inadequate supply of this risk capital is 
abundantly shown by the Secretary's own statement. At the hearings the Sec- 
retary presented the 1946 and 1947 data which appear in table VIII and the 
1947 data which appear in table IX. The remaining data shown in these tables 
were supplied by the Director of the 0[I]ce of Business Icconomics of the De- 
partment of Commerce. 

TABLE VIII. — Changes in corporate securities outstanding and in their ownership, 
191&S and 19)7. 

[Amounts in billion of dollars. ] 

1946 1Q47 

Net issues s bv industry group 

Amount Per cent of 
' nct issues. & 

Amount 

100. 0 4. 1 

Per cent of 
net 

issues. ' 

Industrial and miscellaneous 
Public utility (and telephone) 
Railroad 

Net issues ' by type of security 

Common stock 
Preferred stock 
Bonds and notes 

Net purchases r by various groups 

Commercial banks 
Mutual savings banks 
Lue insurance companies 
Foreigners 
Domestic individuals, etc 

2. 3 

2 c 
. 3 — 5 

2. 3 

1. 0 
. 3 

1. 0 

. 3 

2. 0 

0 

108. 7 
13. 0 

-21. 7 

100. 0 

43. 5 
13. 0 
43. 5 

100. 0 

13. 0 
8. 7 

87. 0 — 8. 7 
0 

2. 0 
2. 1 
0 

4. 1 

. 9 

2. 8 

4. 1 

. 2 

. 2 
3. 0 
0 
. 7 

48. 8 
51. 2 
0 

100, 0 

100. 0 

22. 0 
9. 8 

68. 3 

4, 9 
4. 9 

73. 2 
0 

17. I 

100. 0 

r Data do not add to totals because of rounding. 
r New issues less retirements. 
1 Purchases less sales. 

Source: Department of Commerce. 

TABLE IX. — Sources of corporate funds in 1941, 19/8, and 19/7. ' 

[Amounts in billions of dollars. ] 

1941 & 1946 ~ 1947 

Amount. Per cent Amount. of total. 
Per cent Amon~i Per cent 
of total. ' of total. 

Total investments & 100. 0 & 100. 0 26. 7 & 100. 0 

Retained profits 
Depreciation, etc 
Cash (on hand snd in banks) 
United States Government securities 
Payables (trade) 
Federal income tax liabilities 
Other current liabilities 
Net new issues 
Bank loans 

1 

4. T 
4. 3 — . 8 

-2. Q 

2. 9 
4. 6 
. 1 . 1 

1. 4 

30. 7 
28. 1 

-5. 2 
-13. I 

19. 0 
30. 1 

. 7 . 7 
9. 2 

6. 5 
4. 6 . 3 
6. 1 
3. 0 

-2. 5 . 0 
2. 3 
3. 3 

27. 5 
19. 5 
1. 3 

25. 8 
12. 7 — 10. 8 

. 0 
9. 7 

14, 0 

10. 1 
4. 3 -1. 0 
1. 5 
1. 0 
2. 3 
. 7 

4. I 
3. '7 

37. 8 
16. I 
-3. 7 

5. 6 
3. T 
8. 6 
2. 6 

15. 4 
13. 9 

~ All United States corporations, exclusive of banks and insurance companies. 
'Data for these years are preliminary. 
r Data do not add to totals because of rounding. 

Source: Department of Commerce. 



From these data and other evidence submitted by the Secretary at the hearings 
on this bill, the following facts emerge: 

1. The amount of business investment financed by retained profits represented 
an unusually large proportion of the total in 1947. Specifically, retained profits 
were 37. 8 per cent of total investment in 1947, as compared to 27. 5 per cent in 1946 
and 30. 7 per cent in 1941. It is believed that this heavy dependence on internal 
financing was not a matter of choice, but was forced on corporations by the 
dijficulty of floating new security issues. 

2. The important role played by undistributed profits in 1947 produced a sub 
normal relationship between dividends and corporate profits. A tabulation made 
from Department of Commerce data indicates that in 1947 dividends represented 
about 58 per cent of total profits' as compared with the 65 to 80 per cent cus- 
tomarily distributed. This, of course, has the effect of. making new stock issues 
less attractive to prospective investors, which in turn accentuates the need for 
financing out of undistributed profits. 

3, Of the new issues marketed in 1947, an unusually large proportion took the 
form of fixed-income securities rather than stock. In that year bonds and notes 
represented 68. 3 per cent of the total, as compared to 43. 5 per cent in 1946. 

4. The amount of risk-bearing common stocks issued in 1947 was 10 per cent 
less than in 1946. Table VIII shows that in terms of total new securities issued 
in 1947, common stock represented only 22. 0 per cent of the total as compared to 
43. 5 per cent in 1946. This reduced emphasis. on common stocks, together with 
the heavy reliance on debt financing, refiects the difiiculty experienced by corpora- 
tions in obtaining risk capital. 

5. Life insurance companies are taking a very large proportion of the new 
securities, while individuals, who must be the chief source of risk capital, are 
buying a relatively small proporti8n. The life insurance companies and banks, 
which must place their funds in securities with a low degree of risk, accounted 
for 83 per cent of the net purchases in 1947 and were the only net purchasers in 
1946. On the other hand, domestic individual buyers accounted for none of the 
net purchases in 1946 and only 17. 1 per cent in 1947. This is still another indica- 
tion that those buying securities to-day are for the most part seeking relatively 
riskless investments. 

6. Net securities issued by the risk-taking industrials (primarily manufactur- 
ing) in 1947 dropped, while safer net issues of the utilities increased substantially. 
In 1947 the industrials accounted for 48. 8 per cent of the total and utilities 51. 2 
per cent. In 1946 the retirement of railroad securities more than offset the issues 
of other utilities. Therefore, the only net issues which occurred in that year 
were those of the industrial group. 

If any further evidence is desired of the scarcity of venture capital attention 
need only be turned to the unprecedented existence of a sluggish stock market 
in a period of booming business. Here too there is a marked preference for 
securities with a low degree of risk. The average yield on new securities has 
been increasing for some time, and the spread between the rates paid on issues 
involving a greater degree of risk and those of the gilt-edged variety is now sub- 
stantially larger than it was a year or so ago. This increasing premium which 
must be paid for risk capital is still another indication of its increasing scarcity. 

C. THE EFFECT OF VOUR COMMITTEE S BILI ON INCENTIVES. 

Your committee believes the present high individual income tax rates deter 
increases in the productivity of labor, the breaking of bottlenecks by management, 
and the willingness of investors to assume risks. Clearly, this leads to the con- 
clusion that the high wartime individual income tax rates should be lowered 
substantially in order to stabilize business conditions now and to assure a rising 
standard of living for the American people in the years to come. Your com- 
mittee's bill is a step in this direction. 

The repressive effect of preseut tax rates can be shown by examining the 
amount of spendable income remaining after taxes for taxpayers at ddferent 
income levels. For example, a married couple with two children having an 
income, after deductions but before exemptions, of $4, 000 under present law has 
90 per cent of this income left after paying taxes. Under your committee's bill 
they would have 93 per cent. If their income were $10, 000, the same couple would 
have 81 per cent left under present law and 86 per cent under your committee's 
bill. A married couple with two dependents having $30, 000 of income retains only 

4 In these computations profits have been adjusted for inventory revaluation. 
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82 percent of their income under present law, but 70 per cent under H. R. 4790, 
as amended. If they had an income of 870, 000 they would retain only 45 per cent 
under present law but 61 per cent under the proposed legislation. ' Table X shows 
the spendable income left after taxes at various levels for a married couple with 
two dependents and the per cent this is of income before taxes under both present 
law and your committee's bill. Tables XVIII A, B, and C in Part IX show the 
same information for taxpayers having a different exemption status. 

TATE X. — Comparison of atnoant of spendable income after taxes ender present 
lato, ender the IIottse bill, , and the I!'inance Commitee bilL 

MARRIED PERSON — 2 DEPENDENTS — ENTIRE INCOME EARNED BY ONE SPOUSE 

Amount of spendable income 
under— 

Per cent of income after tsx to 
income before tsx. 

Income after deductions but before 
exem ptions. - 

Present 
iew. House bill. 

Finance 
Commit- 
tee bill. 

Present 
lsw. 

House 
bill. 

Finance 
Com- 

mittee 
bill. 

$2, 
$2, 
$3, 
$4, 
$5, 
$6, 
$7, 
$8, 
$9 
$10 
$11 
$1 
$13 
$1 
$15 
$20 
$2 
$30 
$40 
$50 
$60 
$70 
$80 
$90 
$10 
$15 
$20 
$25 
$30 
$40 

$7 
$1 

000 
50 
000 
000 
000 
000 
000 
000 
000 

2, 000 
. 0 

4, 000 
, 000 
, 000 

5, 000 
, 000 
, 000 
, 0 
, 000 
, 0 , 00 
, 000 
, 000 
0, 000 
0, 000 
0, 000 
0, 
0, 000 
0, 000 

500 , 000 
50, 000 
, 000, 000 

$2, 000. 00 
2, 405. 00 
2, 810. 00 
3, 620. 00 
4, 411. 00 
5. 202. 00 
5, 955. 00 
6, 708. 00 
7, 423. 00 
8, 138. 00 
8, 815. 00 
9, 492. 00 

10, 131. 00 
10, 770. 00 
11, 361. 50 
14, 110. 00 
16, 478. 50 
18, 619. 00 
22, 558. 00 
25, 889. 00 
28, 821. 00 
31, 468. 00 
33, 830. 00 
35, 907. 00 
37, 699. 00 
45, 462. 00 
52, 731. 00 
59, 52a 00 
66, 300. 00 
79, 850. 00 
93, 400. 00 

127, 275. 00 
161, 150. 00 

$2, 000. 00 
2, 486. 70 
2, 920. 20 
3, 787. 20 
4, 614. 00 
5, 452. 80 

' 
6, 291. 68 
7, 124. 48 
7, 957. 28 
8& 790. 08 
9, 589. 82 

10, 867. 52 
11, 145. 22 
11, 922. 92 
12, 680. 10 
16, 342. 88 
19, 800. 46 
23, 022. 06 
28, 832. 56 
34, 018. 78 
38, 825. 64 
43, 432. 30 
47, 820. 08 
51, 920. 58 
55, 774. 84 
72, 871. 02 
86, 827. 64 
98, 821. 18 

110, 773. 68 
133, 844. 20 
156, 059. 72 
211, 547. 22 
267, 034. 72 

$2, 000. 00 
2, 483. 40 
2, 900. 40 
3, 734. 40 
4, 568. 40 
5, 402. 40 
6, 219. 84 
7, 026. 24 
7, 832. 64 
8, 639. 04 
9, 424. 32 

10, 195. 52 
10, 966. 72 
11, 737. 92 
12, 488. 00 
16, 111. 68 
19, 524. 16 
22, 693. 76 
28, 381. 76 
33, 422. 08 
38, 082. 24 
42, 531. 20 
46i 754. 88 
50, 682. 88 
54, 357. 44 
79, 491. 52 
83, 394. 24 
94, 276. 48 

104, 632. 64 
123, 429. 30 
141, 323. 46 
186, 004. 72 
230, 685. 96 

Pcr cent. 
100. 00 
96. 20 
93. 66 
90. 50 
88. 22 
86. 70 
85. 07 
83. 85 
82. 48 
81. 38 
80. 14 
79. 10 
77. 93 
76. 93 
76. 74 
70. 56 
65. 91 
62. 06 
M. 40 
51. 78 
48. 04 
44. 95 
42. 29 
39. 90 
37. 70 
30. 31 
26. 37 
23. 81 
22. 10 
19. 96 
18. 68 
16. 97 
16. \2 

Pcr cent. 
100. 00 
99. 47 
97. 34 
94. 68 
92. 28 
90. 88 
89. 88 
89. 06 
88. 41 
87. 90 
87. 18 
86. 40 
85. 73 
85. 16 

81. 71 
79. 20 
76. 74 
72. 08 
68. 03 
64. 71 
62. 05 
59. 78 
57. 69 
55. 77 
48. 58 
43. 41 
39. 53 
36. 92 
33. 46 
31. 21 
28. 21 
26. 70 

Pcr cent. 
100. 00 
99. 34 
96. 68 
93. 36 
91. 37 
90. 04 
88c85 
87. 83 
87. 03 
86. 39 
85. 68 
84. 96 
84. 36 
88. 84 
83. 25 
80. 56 
78. 10 
75. 65 
70. 95 
66. 84 
63. 47 
60. 76 
58. 44 
56. 31 
54. 36 
46. 99 
41. 70 
87. 71 
34. 88 
30. 86 
28. 26 
24. 80 
23. 07 

Source: Staff of the Joint Committee on Internal Revenue Taxation. 

To a large extent the repressive effect of the present tax rates is a product 
of the war period. It is often overlooked how mucli less a taxpayer has left 
after taxes at the present time than he would have under the prewar tax rates. 
The additional income which it is necessary to have to-day in order to produce 
the same income after taxes as in 1989 is very substantial. This is shown by 
the data presented in table XI. For example, a married individual with two 
children, having an income after deductions but before exemptions of $5, 000 
in 1989 must have an income of $5, 884 to-day to have the same income left 

after taxes as he had in 1989. To match a $10, 000 income in 1989 it is necessary 
to have a $12, 257 income to-day. To ma. tch a $25, 000 income in 1989 it is neces- 
sary to have an income of over 840, 000 to-day, and a 850, 000 income in 1980 
represents the equivalent of an income of nearly $124, 000 to-day. A taxpayer 
receiving a 8100, 000 income in 1989 must have an income of nearly @18, 000 to 
have the same income left after taxes to-day, and an income of over $1, 200, 000 

'All examples s. ssume the entire income was earned by one spouse and that the couple 
is resident in a common-law State. 

796590' — 48 20 
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would be required to-day to have the same income after taxes as an income oi 
$500, 000 would have produced in 1939. These figures do not take into consid- 
eration the 70 per cent rise in the cost of living since 1939. 

These data demonstrate clearly the extent to which tax burdens increased 
during the war period. In reality, the repressive effect of the present rates on 
incentives has only recently been tested under peacetime conditions. It is your 
committee's belief that the evidence indicates that these rates do not leave 
sufficient spendable income to induce investors to provide the venture capital 
needed for our economy to-da. y. 

TART E XI. — Comparison of tax burdens in 1989 and 19&f7I Income after deductions 
but before eaemptions required to give an equivalent income after tages, in 
1989 and 19II7. 

MARRIED COUPLE WITH 2 DEPENDENTS. 

1939 income before taxes: I947 equivalent. 

$2, 000 $2, 000 
$2, 500 2, 617 
$3, 000 3, 235 
$5, 000 5, 684 
$6, 000 6, 948 
$8, 000 9, 550 
$10, 000 12, 257 
$15, 000 . 20, 119 

1939 income before taxes: 1947 
$20, 000 
$25, 000 
$40, 000 
$50, 000 
$75, 000 
$100, 000 
$500, 000 
$1, 000, 000 

equivalent. 

$29, 720 
40, 334 
81, 696 

123 573 
228, 391 
312, 568 

1, 260, 384 
2, 183, 867 

Source: Staff of the Joint Committee on Internal Revenue Taxation. 

Ma. rginal tax rates — that is, the tax rate paid on the top dollar of income— 
ordinarily indicate the incentive which exists under a given tax-rate schedule 
to earn additional income or to realize it through investments. Under H. R, 4799 
as amended the marginal rates do not, however, show the entire increase in in- 

centives brought about by the bill, since they do not indicate the effect of the " income splitting " provision. I~'or example, assume that the husband earns the 
entire income of a family unit. Because of the "income splitting" provision 
the marginal rate which would apply in this case is the rate applying to an income 
of one-half the size of that earned by the husband. Despite the shortcomings 
of marginal rates in revealing the effect of your committee's bill on incentives, 
such rates are presented in table XII. This table shows that under your com- 
mittee's bill there is a net decrease in the marginal rate all down the line, even 
though the effects of income splitting are not taken into account. 

D TElE EFFECT OF THK PRESIDKNT'S PROPOSAL ON INCENTIVES, 

The Secretary of the Treasury advised your committee to substitute for H. R. 
4790 the President's tax program. This consisted of a $40 tax credit under the 
individual income tax and the reimposition of a modified version of the war- 
time excess profits tax. The effect of the adoption of the President's program 
upon incentives would be most unfortunate. Table XII indicates that the tax 
credit has practically no effect on marginal rates. Hence the effect of the credit 
on incentives is virtually zero. ' 

The reason the President's proposed tax credit has practically no incentive 
eiYect is that once a tax of $40 is reached, there is no further reduction of the 
tax on any additional income. Thus a single individual having an income after 
deductions and exemptions of about $210 obtains the maximum relief. Irrespec- 
tive of how much income he may earn in excess of that amount, there is no 
further tax reduction and thus no increase in incentive under this proposal. 

It has been shown that the $40 tax credit proposed by the President has no 
positive effect on production and investment incentives. The reimposition of 
the excess profits tax under the President's plan actually imposes new restrictions 
on productive effort and on the willingness of investors to assume business risks. 

' Technically there is a decrease in the marginal tax rates under the president's proposai 
for incomes after deductions and cxeluptions up to the level of about $210 for single person& 
where the $40 tax credit becomes fully effective. 
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Txstx XII. — Comparison of marginal rates ender present late, the Senate Finance 
Committee bill, and the President's taa late proposaL 

Income after deductions and exemptions. Marginal rates. 
Percentage point 

decrease in rates 
compared with 
present jaw. 

Exceeding— Not exceeding— Present 
law. 

Finance Presi- 
Committee dent's 

bill. proposal. 

Finance 
Com- 

mittee 
bill. 

Presi- 
dent's 
pro- 

posal. 

3 

$ 
$ 
$ 
3 
$ 
$ 

$ 

$ 

3 
$ 
$ 
3 
$ 

$2, MO 

$4, 000 
6, 000 

$8, 000 
10, 000 
12, 000 
14, 000 
16, 000 
18, 000 
20, 000 

$22, 000 
26, 000 

$32, 000 
$38, 000 
M4, 'ooo 

3 0, 000 
$60, 000. 
70, 000 

$80, 000 
90, 000 
100, 000 
136, 719. 10 
150, 000 
X0, 000 snd over' 

$2, 000 
$4, 000 
$6, 'ooo 
$8, 000 
$10, 000 
$12, 000 
$14, 000 
$16, 000 
$18, 000 
$20, 000 
$22, 000 
$26, 000 
$32, 000 
$38, 000 
$44, 000 
$50, 000 
$60, 000 
$70, 000 . 
$80, 000 
$90, 000 
$100, 000 
$136, 719. 10 
$150, 000 
$200, 000 

Per cent. 
19. 00 
20. 90 
24. 70 
28. 50 
32. 30 
86. 10 
40. 85 
44. 65 
47. 50 
50. 35 
N. 20 
56. 05 
58. 90 
61. 75 
65. 55 
68. 40 
71. 25 
74. 10 
76. 95 
79. 80 
82. 65 
84. 55 
84. 55 
85. 50 
86. 45 

Per cent. 
16. 606 
19. 353 
22. 872 
26. 391 
29. 910 
33. 429 
37. 827 
41. 346 
43. 985 
46. 624 
49. 263 
51. 902 
54. 541 
57. 181 
GO. 699 
63. 338 
65. 978 
68. 617 
71. 256 
73. 895 
76. 534 
78. 293 
80. 323 
81. 225 
82. 128 

Per cent. 
19. 00 
20. 90 
24. 70 
28. 50 
32. 30 
36. 10 
40. 85 
44. 65 
47. 50 
50. 35 
53. 20 
56. 05 
58. 90 
61. 75 
65. 55 

71. 25 
74. 10 
76. 95 
79. 80 
82. 65 
84. 55 
84. 55 
85. 50 
86. 45 

2. 394 
1. 547 
1. 828 
2. 109 
2. 390 
2. 671 
3. 023 
3. 304 
3. 515 
3. 726 
3. 937 
4. 148 
4. 359 
4, 569 
4. 851 
5. 062 
5. 272 
5. 483 
5. 694 
5. 905 
6. 116 
6. 257 
4. 227 
4. 275 
4. 322 

:0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

& Tax is subject to the following maximum effective rate limitations: Under present law and the Presi- 
dent's proposal, 85. 5 per cent, ; under your committee's bill, 77 per cent. 

t There is a decrease in the marginal tax rates under the President's proposed bill for net incomes after 
exemptions up to the level of about $210 where the $40 tax credit becomes fully effective fcr a single person. 

Source: Staff of the Joint Committee on. Internal Revenue Taxation. 

Even a well-drafted excess profits tax can not distinguish between profits whicli 
are the reward for unusual enterprise or the payment for a great risk, on one 
hsnd, and profits resulting from a monoyoly position or unusual shortages, on 
the other. In this connection, the former Secretary of the Treasury, Chief 
Justice Vinson, had the following to say at the hearings before your committee 
on the Revenue Act of 1915: 

"The over-all impact which this tax is likely to have on business ylanning as 
well as business profits constitutes a serious threat to our postwar employment 
objectives. The testimony of businessmen is that they are unable to take the 
risk of full peacetime business expansion until this tax has been removed. That 
testimony comes not only from corporations subject to the excess profits tax; 
indeed, it comes primarily from businessmen contemplating organization and 
expansion in competition with established corporations. " 

Unfortunately the excess profits tax proposed by the President can not qualify 
as a "well drafted" tax. It is nothing more than the old excess profits tax 
dressed up with a 85 per cent increase in the credits and an increased specific 
exemption. The old discriminations which had to be borne during the war wouM 
still be there. New discriminations would appear because of the antiquity of the 
1986 — 89 base which represents the primary measure of "excessive" profits. The 
report on the Revenue Act of 1945 of your committee had the following to say 
concerning the eCect on risk-taking of using this base in the excess yrofits tax: 

"The longer the excess profits tax is retained the less the income of 1986 — 89 
base period is a proper measure of 'excessive ' profits. This base period will be 
a particularly poor measure of earnings in the postwar period when many 
corporations will be entering new fieMs of enterprise or expanding their 
businesses. " 

There are, of course, many firms which do not have any base-period experience 
at all. These will be driven to use the invested-capital base, which is less gen- 



erous for most businesses, and are therefore apt to receive harsh treatment. 
new firm in a business requiring an especially small amount of invested capital 
may find practically all of its profits above the exemption taxed as "excessive, " 
The tendency of the tax to restrict competition was recognized by the late Carter 
Glass, who, in the Annual Report of the Secretary of the Treasury for 1919, 
stated that the excess profits tax "discourages new ventures and confirms olg 
ventures in their monopolies. " 

Apart from the question of the merits of the particular excess profits tax 
presented by the administration, the adoption of any such tax in times of peace 
is undesirable. A precedent for the peacetime use of this tax would be estab 
lished, and its permanent retention would be a serious risk. This would be most 
unfortunate, since the tax places a special penalty upon the relatively speculative 
business ventures which are essential to the material progress of our society. 

' 

Even the adoption of such a tax for a short period would be likely to have a 
permanent effect on investment incentives. Businessmen in planning their hI. 
vestments could no longer feel confident that such a penalty tax might not 
subsequently be reimposed under peacetime conditions. 

VII. EEEMPTIGNs AND THE HIGH CosT oF LIVING. 

The cost of living has increased from 156 per cent of the 1985 — 89 average last 
May, when your committee reported out H. P. . 1, to 169 per cert in January 1948, 
the latest figure available. This 18-point increase represents an 8 per cent rise 
in the cost of living. Furthermore, there is evidence that incoIne after taxes, 
although it has increased very considerably during the past two years, has 
not kept pace with the cost of living. On a per capita basis and in 1947 dollars, 
income after taxes has shrunk from an average of $1, 285 in the first quarter oi 
1946 to $1, 188 in the fourth quarter of 1947, a drop of nearly $100. 

THE LNCREASE IN GENERAL EXEMPTIONS. 

This increase in the cost of living is an important reason why your committee's 
bill provides a $100 per capita increase in exemptions from $500 to $600. As a 
result of this genera. l increase in exemptions, about 6, 000, 000 persons will be 
exempted from taxation entirely. It should be remembered that the exemption 
increase is in addition to the reduction of 12. 6 per cent in the tax of the lowest 
taxable income group. Of the total reduction in tax liabilities, about 71 per 
cent is received by taxpayers with incomes after deductions but before exemptions 
of less than $5, 000. 

R. THE SPECIAL EXES''TION 'OR PERSONS AGED 66 AND OVER. 

Like the tax-reduction bills of the last session, H. R. 4790 as amended provides 
an additional exemption for persons who have attained the age of 65 or over by 
the eud of the taxable year. This provision will benefit 8, 700, 000 taxpayers and 
will remove 1, 400, 000 persons from the tax rolls. 

As a result of the rise in the cost of living the need for a special exemption for 
persons over 65 is even more pressing now than in the spring of 1947. There is a 
very heavy concentration of small incomes among persons in this age group, 
refiecting the fact that the group as a whole is handicapped in an economic, if not 
in a physical sense. Persons in this age group suffered with unusual severity 
as a result of the rise in the cost of living and the increase in taxes which 
occurred during the war, as well as the additional price increases of the immedi- 
ate postwar period. Unlike younger persons, the bulk of those over 65 could not 
compensate for these changes in prices and taxes by accepting full-time jobs at 
prevailing high rates of wages. 

C. THE SPECIAL EXEMPTION I'OR TIIE RLIND. 

Your committee's bill also provides a special exemption of $600 for blind persons. 
Blind persons 65 or over may claim this exemption in addition to that based 
on age. 

The special exemption of $600 for the blind is a substitute for a $500 deduc- 
tion allowed under present law. Blind persons receive material benefits from 
this change. The amount allovved is, of course, larger and, in addition, the sub- 
stitution of an exemption for a deduction in itself has some very real advantages. 
Because of this change, blind persons do not forfeit the right to use the standard 
deduction as they do when they claim the special deduction under existing law. 
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This is important, because in most cases the itemized deductions of blind persons, 
other than the special deduction, will aggregate consirlerably less than the 
standard deduction. Moreover, an exemption can be taken into account in with- 
holding, while a deduction can not. Thus with an exemption, the relief provided 
will be effective throughout the year. Blind persons will not have to wait for a 
refund after the close of the year in order to obtai~ the relief which the law 
provides. 

~II. EQUALIzATIQN OF TAx BUSDENs 0F REBIDENTB oF CUMMUNITY-PlzoPERTY AND 
CUM140N-LAW STATES. 

A major portion of this bill is devoted to the geographic equalization of income, 
estate, and gift taxes. 

A. INCOME TAXES. 

Under existing law the treatment accorded families earning the same amount 
of income is very different if they happen to live in States using the community- 
property system or in States which use common law. Chiefly this is due to the 
fact that under the community-property system the earnings of a married couple 
are considered to be one-half the property of each. Income arising out of an 
accumulation which took place during the marriage is divided in the same 
manner, and in some community-property States the same division is made of 
income from assets which are the selzarate property of one of the spouses. No 
similar division takes place under common law. The earnings of the husband 
are his own and taxed to him. The income from his property is his income and 
is taxed as such. 

Since the rates applied under the income tax are steeply progressive, the same 
family income divided in two halves by community-property law will be taxed far 
less severely than in a common-law State where the whole income is apt to be 
taxed to one spouse. The difference is greatest when the entire earnings of the 
couple in the common-law State are received by one spouse, and when, under 
community-property law, none of the income is the "separate" income of either 
spouse. Table XIII compares the tax due under these assumptions in community- 
property and common-law States under present law for incomes of various sizes. 

TADIE XIII. — Difference in anzount and percentage of income taut in community- 
property and common-faze States under present laze. 

[For a married couple with uo dependents. ] 

Tax payable in— 

Income after deductions, but before exemptiou. Uommuuf ommuuity- 
property ia smm, . i States. 

Excess of tax 
iu comuum- 
law States 
over tax in 

community- 
property 

States. 

Percent by 
which tax 

fu ccmmou- 
law States 

exqeeds 
that iu corn. 

munity- 
property 
States. 

$ 

8 

$ 
$ 
$ 
$ 

$ 
$ 

$1, 200 
$1&50G 
$2, 000 
$2, 500 
$3, 000 
$4, 000 
$5, 000 
$6, 000 
$7, 000 
$8, 000 
$9, 000 
10, 000 
15, 000 
26, 000 

$50, 000. 
100, 000 
150, 000 
200, 000 
250, 000 
500, 000 
750, 000 
1, 000, 000' 

$38. 00 
95. 00 

190. GO 
285. 00 
380. 00 
670. 00 
760. 00 
969. 00 

1, 178. 00 
1& 387. 00 
1, 696. 00 
1, 843. 00 
8& 1M. 00 
6, 460. 00 

18, 724. 50 
60, 274. 00 
86, 953. 60 

127, 081. 50 
169, 337. 50 
383 543. 50 
699, 668. 50 
815, 793. 50 

$38. GO 
95. 09 

190. 00 
285:GD 
380. 00 
689, 00 
798. 09 

1, 045. 00 
1, 292. 00 
I, 577. OD 

1, 862. 00 
2, 186. 00 
4& 047. 00 
9, 082. 00 

24, 795. 00 
63, 127. 50 

105, 383. 50 
148, 124. 00 
191, 339. 50 
407, 464. 50 
623, 589. 50 
839, 714. 50 

819. 00 
38. 00 
76. 00 

114. 00 
19D. 00 
266. 00 
342. 00 
893. 00 

2, 622. 00 
6, 070. 50 

12, 853. 50 
18, 430. 00 
21, 042. 60 
22, 002. 00 
23, 921. 00 
23, '921. 00 
23, 921. 00 

Per cent. 

3. 33 
5. 00 
7. 84 

13. 70 
16. 6'7 
18. 56 
28. 31 
40. 59 
32. 42 
25. 57 
21. 20 
16. 66 
12. 99 
6. 24 
8. 99 
2. 93 

' Entire income reported by husband on joint return. 
Source: Staff of the Ioiut Committee on Internal Revenue Taxation. 
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This table shows that the difference between the tax due in community-property 
and common-law States appears as soon as the income of the couple rises above 
the first tax bracket, i. e. , as soon as the ra. tes become progressive. ' On a per- 
centage basis the difference increases as the income grows larger. At $10, 000 the 
couple in the common-law State pays a tax which is nearly 10 per cent greater 
than that paid in the community-property State. At $25, 000 the tax in the 
common-law State is about 41 per cent larger. Thereafter, the percentage begins 
to decline as the marginal rate approaches the 85. 5 per cent maximum. However, 
even on an income of $150, 000 the tax in the common-law State is more than 21 
pei cent larger than that in the community-property State. At the opposite 
extreme is the case where in the common-law State incomes of the two spouses 
are approximately equal. Here, the results under common law and community 
property would be similar. However, in the great majority of cases the income 
of one spouse predominates. 

One consequence of the substantial difference in the amount of tax due on 
similar incomes in community-property and common-law States has been an 
attempt to develop in the common-law States techniques which will divide the 
income of a married couple in approximately the same way that income is divided 
in the community-property States by the operation of State law. Chief among 
these devices are gifts, either outright or in trust, joint tenancies, and family 
partnerships. Confusion has resulted from attempts to use trusts, tenancies, and 
partnerships for such purposes, and the present status of the law and regulations 
on these points is most unsatisfactory. A number of proposals for the revision 
of the income tax tres. tment of trusts and family partnerships are under study. 
The difficulties which these problems present are impressive. 

While the lack of geographical equalization in the treatment of the income of 
married couples has been recognized for a long time, circumstances have arisen 
recently which necessitate immediate action. For a good many years the income 
tax advantages incident to the community-property system were conffned to eight 
States. ' In each of these community property antedated the enactment of the 
Federal income tax. In each, the use of this particular form of law could be 
traced to Spa. nish or French antecedents. 

Recently, however, a number of States have shifted from the common-law to 
the community-property system. In these cases beneffts under the Federal in- 
come tax which residents of the State would obtain under the community-prop. 
erty system were largely responsible for the abandonment of common law. After 
one false start, Oklahoma joined the community-property group in 1945. Oregon, 
Michigan, Nebraska, and Pennsylvania were added to the list in 1947. However, 
the Pennsylvania law has since been found to be unconstitutional, 

The geographical differences in the impact of the individual income tax result- 
ing from the fact tha. t 12 States use community property raises a serious problem, 
but the fact which makes action at the present session imperative is the potential 
rapid extension of community property to a large number of other common-law 
States. The adoption of community property has been advocated widely in spite 
of a growing awareness of the substantial differences between community prop- 
erty and common law which make a transition from one system to the other ex- 
tremely diflicult. It is now recognized that this transition will be a period of 
extreme confusion during which the courts, the administrative offfcials, and the 
legislatures will be working out the detailed application of a new and strange 
system of property law. Nevertheless, many responsible State oflicials have 
reached the conclusion that the difference between the impact of the Federal 
income tax as it applies in community-property and common-law jurisdictions is 
so great that the use of community property can not be avoided. 

This is particularly true in common-law Stateg lying adjacent to community- 
property jurisdictions. In such common-law States there is a lively fear that the 
tax advantages of community property will produce a migration of the relatively 
well-to-do taxpayers. This fear undoubtedly played a major role in the adoption 
of community property by Oklahoma and Oregon, and is an exceptionally strong 
factor in States like Arkansas. But even in cases where such migration is less 
likely, as in Michigan and Pennsylvania, the tax consequences of retaining the 
common law were sufDicient to produce legislation. 

Many States are waiting to see what Congress will do about the problem of 
geographical equalization. If the necessary action is not taken, there will be a 

r Note that tire table assumes that sli of the income was earned by one spouse. 
'Arizona, California, Idaho, Louisiana, Nevada, New Mexico, Texas, and Washington. 



flood of State legislation iiitended to produce the same results, but doing so in a 
manner which has most unfortunate consequences, not only for the taxpayers 
involved, but also for ali the persons who must use or administer the propert'y 
laws of the States which rush into tbe community-property system. 

Your committee believes that the best answer to the problem of geographical 
equalization is the splitting of the combined income of the husband an. d wife. 
Income splitting is effected under H. R. 4790, as amended, by giving husbands 
and wives in all States the option to file joint returns. In these returns their 
combined net income and their combined exemptions are divided by 2. A tax 
is computed on this basis, and multiplied by 2. 

Income splitting will produce the same result in common-law States which now 
obtains in a comniunity-property State when the entire income of both spouses 
is community income. If, however, spouses in community-property States have 
separate income, they may split their income by electing to file a joint return. 
Under existing law, separate income in community-property States is taxed in full 
to the spouse wlio receives it. Thus, the type of solution embodied in H. R. 
4790, as amended, benefits residents of both common-law and community-prop- 
erty States. 

It is emphasized that the right of election to use or not to use the joint return 
prevails in both common-law and community-property States. 

Geographical equalization in the taxation of married couples also requires 
an adjustment in the standard deduction and in the deduction for unusual medical 
expenses. Under existing law a taxpayer with adjusted gross income of over 
$5, 000 may elect a standard deduction of $500 instead of itemizing bis deductions. 
In community-property States the husband and wife will norinally file separate 
returns. Hence each may be eligible for a $500 standard deduction and the 
couple may claim an aggregate deduction of $1, 000. To make equal treatment 
available in common-law States, H. R. 4790, as amended, of necessity must provide 
that a couple with an incoine ot more than $5i000, electing to split their income 
by filing a joint return is also eligible for a standard dedu'ction of $1, 000, or 10 
per cent of the adjusted gross income, whichever is lesser. 

The fact that married couples in all States may receive a maximum standard 
deduction ot' $1, 000 presents a problem of equalizihg the treatment accorded 
married persons with single individuals. To provide equality of tax treatment 
it is necessary to raise the maximum standard deduction for single persons to 
$1, 000. This is done under your committee's bill. 

Under existing law a special deduction is allowed for medical expenditures 
to the extent that they exceed 5 per cent of the taxpayer's adjusted gross income, 
but subject to a ceiling of $1, 250 a year in the case of a taxpayer wbo claims 
only one exemption, and f2, 500 if be claims more than one. If both parties 
to a marriage in a community-property State file separa. te returns, each spouse 
claiming one dependent, the ceiling on their medical deductions is $5, 000. If 
only one claims a dependent, their maximum medical deduction is $8, 750. Your 
committee's bill raises the ceiling for a married couple filing a joint return 
to $8, 750 if they have one dependent, and $5, 000 if they have two or more. 
This equalizes the treatinent in iconunon-law and community-property States. 

Adoption of these income-splitting provisions will produce substantial geo- 
graphical equalization in the impact of the tax on individual incomes. The 
impetuous enactment of community-property legislation by Si. ates that have 
long used the common law will be forestalled. The incentive for married couples 
in common-law States to attempt the reduction of their taxes by the division 
of their income through such devices as trusts, joint tenancies, and family 
partnerships will be reduced materially. Administrative difiiculties stemming 
from the use of such devices will be diminished, and there will be less need 
for meticulous legislation on ti&e income tax treatment of trusts and family 
partnerships. In effect, these amendments represent tbe adoption of a new 
national system for ascertaining Federal income tax liability. The adoption 
of these amendments will extend substantia. l benefits to residents of botli com- 
munity-property and common-law States. 

B. TIIE ESTATE AED GIFT TAXES. 

The basic differences between propertv rights in communitv-property and non- 
community-property States have also resulted in geographical inequalities in the 
effect of the estate and gift taxes. In community-property States husbands and 
wives have an undivided one-half interest in the community property. Prior 
to 1942, upon the death of a spouse his one-hall interest in the cominunity 
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property, over which he had the power of testamentary disposition, was subject 
tn the estate tax. Similarly, a gift of community property was taxable as though 
one-half of the value was the gift of the husband and one-half the gift of the 
wife. On the other hand, in common-law States neither spouse had an un- 
divided interest in the property of the other spouse. Since both estate and 
gift taxes have sharply progressive rates, with large specific exemptions, the 
consequence was a substantially lower tax on transfers in community-property 
States than on transfers of similar size in common-law States, where the usual 
case was that practically all the wealth of the married couple was the property 
of the husband. 

In 1942 the Congress attempted to provide more nearly equal results under 
the estate and gift taxes. The estate tax amendments of that year provide 
that the entire community property be included in the decedent's gross estate, 
except such portion as can be "shown to have been received as compensation 
for personal services actually rendered by the surviving spouse or derived 
ori inally from such compensation or from separate property of the surviviug 
spouse. " Under this rule, the entire community property is taxable to the first 
spouse to die unless some portion of the community is economically attributable 
to the survivor. However, the 1942 amendments further provide that regardless 
of which spouse was responsible for the acquisition of the community, at least 
one-half of the value of the community is includible in the decedent's gross 
estate. The basi's for this rule is the fact that rights to at least one-half the 
community are transferred on the death of either spouse. The imle is necessary, 
since the share of the spouse dying erst may not be transferred to the surviving 
spouse and the community assets may not be economically attributable to the 
decedent spouse. In such a case, if no tax were imposed, the property would 
avoid the estate tax for one generation. 

Similarly the Revenue Act of 1942 amended the gift tax with respect to com- 
munity property. All gifts of community property were made taxable to the 
husband, unless it could be established that the property transferred was 
economically attributable to the other spouse. 

Unfortunately, a number of problems have arisen under the 1942 amendments. 
Most important of these is the fact that geographical equalization has not been 
realized in a typical situation. Furthermore, the problem of determining the 
economic contribution of the surviving spouse to the community has resulted 
in an extremely dif5cult problem of "tracing. " Severe hardship also results 
where, because the entire community property is includible in his gross estate, 
the estate tax of the decedent is larger than the community property subject 
to his power of disposition. For example, if a decedent is economically re. 
sponsible for the entire community this average tax rate on his estate may 
e~ceed 50 per cent. However, only half of the community is subject to his power 
of disposition. Thus the share of the community already belonging to his spouse 
may. be required to bear part of the tax although the spouse does not inherit 
any property under State law. 

The most obvious instance of the failure to attain equalization results from 
the widespread use of life tenancies in the common-law States. In this situation, 
the husband transfers or bequeaths to his wife a life estate, with remainder over 
to th children. At his death the whole of the estate is taxed, but at the wife' s 
death there is no tax on the cessation of her life estate. On the other hand, in 
a community-property State, the husband may not by his will dispose of his wife' S 
interest in community property. If he bequeaths his one-half interest in the com- 
munity to his wife for life with remainder over to the children, the entire com- 
munity may be included in his gross estate, and on the death of the wife, ' one-half 
the community is also included in her estate. Thus the common-law couple is 
subject only to a single transfer tax, whereas the community-property couple 
pavs two transfer taxes, one on an estate of equal size and one on an estate of 
half the size of that passing in the common-law State. 

The "tracing problem " arises under the 1942 amendments because of the need 
for identifying portions of the community contributed by each spouse. Estab- 
lishing the fact that particular assets of the community are derived from "coni- 
pensation for personal services actually rendered by the survivor 
is impossible in a great many situations. Under the 1942 amendments this trac- 
ing problem is of far larger dimensions in community-property States than in 
common-law jurisdictions, where it is limited primarily to joint tenancies, ten- 
ancies by the entirety, and joint bank accounts. 

' Assnnn'. ng that the deduction for property previously taxed is not applicable. 
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Your committee does not believe that a satisfactory solution to the problem of 
geographical equalization or the di(Dculties of tracing can be found under the 
1942 amendmeuts or amendments using a similar theoretical approach. Hence 
the repeal of these amendments is, recommended, effective with respect to gifts 
made after the date of enactment of this bill and with respect to the estates of 
decedents dying after the date of such enactment. Your committee would be 
unwilling, however, merely to repeal the 1942 amendments. Repeal alone would 
reproduce the pre-1942 results, which are even further from equalization than 
existing law. 

With the repeal of the 1942 amendments your committee recommends estate 
and gift tax splitting which is similar in its effects to the splitting of the incotne 
tax provided for in this bill. It is recognized that complete equalization of the 
estate and gift taxes can not be achieved because of the inherent differences be- 
tween community property and noncommunity property. However, the new 
provisions will result in equality in the important situations. 

Under the estate-tax provision of your committe's bill a decedent spouse is 
allowed a marital deduction from his gross estate in the amount of the value of 
all interests in property passing outright from the decedent to the surviving 
spouse by way of bequest, devise, transfer, right of survivorship in jointly held 
property, etc. The deduction is limited to an amount not in excess of 50 per cent 
of the adjusted gross estate. " 

Under the gift-tax provisions of your committee's bill a donor spouse is allowed 
a deduction for every outright transfer by gift to his spouse, such deduction to be 
an amount equal to one-half of the value of the interest transferred. In the case 
of a transfer by gift by a married person to persons other than his spouse, the 
interest transferred may be considered as made one-half by each, if the spouses 
so elect. 

Under both the estate and gift taxes the marital deduction does not apply to 
the decedent's or the donor's interest in community property. This exception 
was necessarv because after the repeal of the 1942 amendments the surviving 
spouse in a community property State will receive one-half of the community 
property tax-free. Similarly, a donor spouse will be taxable on only one-balf the 
value of any gifts made out of the community property. Although the marital 
deduction does not apply to community property, it will apply, in general, to the 
separate property of a decedent or a donor in a communitv-property State. " 

In the preceding paragraphs it has been stated that the interest. in property 
must pass outright to the surviving or donee spouse to qualify for the marital 
deduction. This is intended to restrict the deduction to those cases where the 
decedent or donor passes to his spouse all of his interest in the property. This 
will equate the decedent in the common-law State with the decedent in the com- 
munity-property State who cannot by his will effect in any way the surviving 
spouse's interest in the community property. Thus, a deduction will not be 
allowed under the amendments if the only interest given a spouse is in property 
in which the decedent or donor also gave an interest to some one else who may 
possess or enjoy the property after the donee spouse dies. However, if the only 
interest the husband has in the property is a terminable interest, such as a lease, 
and he gives his wife his entire interest in the property, then the deduction is 
permitted. 

Among the exceptions to this rule is the recognition of one of the customary 
modes of transfer of property in common-law States. The deduction is applicable 
where the decedent or donor creates a trust, the income of which the beneficiary 
or donee spouse is entitled to for his life, with a taxable power of appointment 
over the corpus of such trust in the-spouse. Thus the property subject to the 
taxable power of appointment will be'includible in the gross estate of the bene- 
ficiary or donee spouse unless it has been dissipated in the interval. 

For the purposes of the estate tax, the same principles underlying the marital 
deduction as to powers of appointment are also applicable to proceeds of insur- 
ance on the life of the decedent. The marital deduction may be obtained if under 
the terms of the policy the surviving spouse is entitled to receive such proceeds 

~ The adjusted gross estate is determined-by subtracting from the gross estate the debts and charges provided for in section 812 (b) of the Internal Revenue Code. n There is, however, in California some community property which is not recognised as 
such for the purposes of the Federal estate and gift taxes. This is property acquired in 
California before the passage of a California law in 1927 which gave the wife a vested 
interest in community assets. Under your committee's bill the marital deduction will be 
applicable to the decedent's or donor's interest in such property. It will be treated in the 
same manner as separate property. 
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in annual or more frequent installments, with the right to designate her estate 
or other persons as the beneficiary of the unpaid balance of such proceeds. 

Your committee has long had under study the revision of the present law as to 
powers of appointment. It is not intended that allowance of the marital deduc- 
tion with respect to the creation of a power of appointment will preclude such 
future revision as may be considered advisable. 

Adoption of these portions of your committee's bill will establish a new national 
. system for ascertaining Federal estate and gift tax liabilities. This will extend 
substantial benefits to residents of both community-property and common-law 
States. 

C. THE CAPITAL GAIIf 8 TAX. 

In order to give persons receiving community property the same basis for 
determining ga. in or loss on a sale of. property after death as is given to the 
recipients of property passing under the common law, an amendment is being 
made to the capital ga. ins provisions of the income tax. Under existiug law prop- 
erty acquired "by bequest, devise, or inheritance" has as its basis for capital 
gaius purposes the fair market value of the property at the time of the decedent's 
death or the fair market value at the optional valuation date. Your committee's 
bill provides that the surviving spouse in a common-law State may receive up to 
one-half of the estate of the decedent free of estate tax. In so far as such prop- 
erty passes from the decedent to the surviving spouse "by bequest, devise, or 
inheritance, " the surviving spouse will have as a basis the fair market value at the 
time of the decedent's death or the fair market value at the optional valuation 
date. On the other hand, under existing law the one-half interest of the surviv- 
ing spouse in community property is not property received " by bequest, devise, or 
inheritance. " As a result, under present law the surviviug spouse in a com- 
munity-property State must use as a basis for his share of the community assets 
the cost to the community. Your committee's bill provides that the surviving 
spouse's interest in community property shall be deemed to have been acquired 
"by bequest, devise, or inheritance" frofu the decedent, thus giving the assets a 
basis equal to the fair market value as of the date of the first spouse's death or the 
fair market value at the optional valuation date. This equalizes the taxes on 
capital gains in common-law and community-property States. 

This provision is effective with respect to community property acquired by the 
surviving spouse from a decedent dying after the date of enactment of this act. 

IX. STATISTIcAL DATA RELATING To YQUR COMMITTEE's BILL. 

The reduction in income tax liabilities resulting from the various provisions of 
your committee's bill is shown in table XIV. 

TABLE XIV. — Distribution of the tasr reduction. resulting front the various pro- 
visions of the Bouse bilL and the Finance Committee bilL 

[A. ssuming personal income of $208 billion. ] 

Reduction, House Reduction, Fhance 
bill. Committee bfU. 

In millions cent of In millions 
of dollars. t t@ of dollars. 

In per 
cent of 
total. 

Increase in the per capita exemption to $600 
Additional exomption for persons over 65 
Special provision for the blind 
Allowing married couples to split their incomes 
Increase in the standard deduction r 

Percentage reductions 

Decrease in income tax liabilities 
Effect on estate and gift taxes 

2, 000. 1 
163. 8 

0. 1 
598. 2 
59. 4 

3, 637. 2 

6, 458. 9 
199. 1 

Per 

30. 0 
2. 5 

(1) 
9. 0 
0. 9 

54. 6 

97. 0 
3. 0 

2, 000. 1 
163. 8 

0. 1 
550. 3 
59. 4 

1, 799. 7 

4, e73. 5 
199. 1 

Per 
cent. 

41. 9 
8. 4 

(') 
11. 6 
1. 2 

37. 7 

95. 8 
4. 2 

Total decrease in tax liabilities 6, 658. 0 100. 0 4, 772. 8 100. 0 

t I. ess than 0. 05 per cent. 
r This includes the reduction fn tax liabilities &or married couples as well as single individuals. 

Source: Staii' of the Joint Committee on Internal Revenue Taxation. 



This table is based on an assumed personal income of $208 billion. The per- 
centage tax reductions account for 88 per cent of the total, and the increase in 
exemptions for 42 per cent. It should be borne in mind that a large part of the 
reduction of f550 million resulting from "income splitting" will occur whether 
or not your committee's bill is enacted. Quite a few of the States, including some 
of the largest, have indicated their intention to adopt community property if. 
provision for income splitting is not made by the Federal Government. 

Table XV shows the estimated distribution among the various income classes 
of the change in tax liabilities from. present law, under your committee's bill and 
under the House bill. It also shows the number of taxpayers under present law 
and under H. R. 4700; the number of taxpayers relieved of fax under H. R, 
4780; the income after deductions but before exemptions; and the reduction in 
tax liability under the House bill and under your committee's bill. The 
table indicates that 71 per cent of the reduction under your committee's bill goes 
to individuals with incomes after deductions but before exemptions of $0, 000 
or less. 

TABLE XV. — Estimated number of taxpayers, tlzeir income after deductions but 
before exemptions, and their tax liability under present law compared with, 
that under the IIouse bill and the irinancc Committee bill, itz a full year of 
operation (assutning personal income of $808 billion). 

Income class after 
deductions but be- 

fore exemptions. 

Taxpayers 
under— 

Present H. R 
law. 4790. 

Taxpay 
ers re- 
lieved 
of tax 
under 
H. R. 
4790. 

Income 
after de- 
ductions 

but 
before 

exemp- 
tions. 

Present 
law. 

Finance 
House Com- 

bill. mittee 
bill. 

Tax liability under — ' 
Reduction in 
tax liability 

under— 

Finance 
House Cora- 

bill mittee 
bill. 

(000) 
Number of taxpayers in thousands, money amounts in miiiions. 

Under $1 
$1-$2------- —----- 
$2-$3 
$3 — $4 
$4-$5 

3, 938. 6 3, 394. 2 
17, 537. 3 15, 175. 4 
16, 784. 4 14, 305. 9 
8, 993. 0 7, 761. 9 
4, 857. 3 4, 096. 8 

544. 4 
2, 361. 9 
2, 47'8. 5 
lp 231. 1 

760. 5 

$3, 241. 9 
25, 693. 7 
38, 969. 1 
23, 990. 3 
18, 000. 9 

$243. 2 
2, 654. 0 
3, 962. 7 
2, 645. 2 
2, 384. 8 

$99. 8 
1, 416. 8 
2, 439. 6 
1, 709. 1 
1, 63S. S 

$118. 9 $143. 4 $124. 3 
1, 879. 3 1, 237. 2 774. 7 
2, 908. 9 1, 523. 1 1, 053. 8 
1, 942. 8 936. 1 702. 4 
1, 814. 3 746. 2 570. 5 

Total under 
$5 52, 110. 6 44, 734. 3 7, 376. 5 109, 895. 9 11, 889. 9 7, 303. 9 8, 664. 2 4, 586. 0 3, 225. 7 

5-$10 
10425 
25 — $50 
50-$100 
100-3300 

$300 — $500 
500-$1, 000 
1, 000 and over 

1, 574. 1 
668. 8 
128. 2 
M. l 

B. 6 
. 8 
. 4 . 1 

1, 572. 2 
668. 8 
128. 2 
36. 1 

8. 6 
. 8 
. 4 
. 1 

1. 9 9, 714. 9 
9, 508. 0 
6, 003. 5 
2, 508. 7 
1, 358. 3 

221. 8 
207. 9 ' 
172. 1 

1, 681. 1 
2, 651. 8 
2, 198. 5 
1, 462. 3 
1, 029. 4 

201. 5 
187. 0 
156. 3 

1, 200. 4 
2, 054. 1 
1, 813. 4 
1, 242. 7 

897. 0 
179. 4 
167. 3 
141. 0 

1, 362. 9 
2, 196. 9 
1, 905. 9 
1, 298. 0 

940. 5 
189. 3 
177. 0 
149. 6 

480. 7 
597. 7 
385. 1 
219. 6 
132. 4 
22. 1 
19. 7 
15. 3 

318. 2 
454. 9 
292. 6 
164. 3 
88. 9 
la 2 
10. 0 
6. 7 

Total over $5 

Gran'd total 

2, 417. 2 2, 415. 3 28, 695. 2 9 567. 9 7. 695. 3 8, 220. 1 1, 872. 6 1, 347. 8 

54, 527. 9 i4o 149. 6 
i 

7, 378. 4 F138, 591. 1 21, 457. 5 
i 

14, 998. 6 F16, 884. 0 i6, 458. 9 
i 

4, 57A 5 

PERCENTAGE DISTRIBUTION. 

(000) 

$0 
$1 
$2 I 
$4 
$5 
$10 

$50- 
$100 
$30 
$50 
$1 

-$1 
-$ — 2 
-$3 
-$4 
-$ 
-$10 

$25 
5-$50 

$100 
-$300 

0-$500 
0 — $1, 000 

, 000 and over 

7. 22 
32. 16 
30. 78 
16. 49 

B. 91 
2. 88 
1. 23 

. 06 

. 01 
(') 
() 
(') 

7. 20 
32. 19 
30. 34 
16. 46 
8. 69 
3. 33 
1. 42 
. 27 
. 08 
. 01 

(') 
(') 
(') 

7. 38 
32. 02 
33. 5S 
16. 69 
10. 30 

. 02 
(3I 

(tI 

(') 

(') 

2. 34 
18. 54 
28. 12 
17. 31 
11. 99 
7. 00 
6. 87 
3. 61 
1. 81 
. 98 
. 16 
. 15 
. 12 

1. 13 
12. 37 
18. 47 
12. 33 
11. 11 
7. 84 

12. 35 
10. 25 
6. 82 
4. 79 
. 94 
. 87 
. 73 

0. 67 
9. 44 

16. 27 
11. 39 . 
10. 93 
8. 00 

13. 70 
12. 09 
8. 28 
5. 98 
1. 20 
1. 11 
. 94 

0. 70 
11. 13 
17. 22 
11. 51 
10. 75 
8. 07 

13. 01 
11. 29 
7. 69 
5. 57 
1. 12 
1. 05 

. 89 

2. 22 
19. 16 
23. 58 
14. 49 
11. 55 
7. 46 
9. 24 
5. 96 
3. 40 
2. 05 
. 34 
. 31 
. 24 

2. 72 
16. 94 
28: 04 
15. 36 
12. 47 
6. 96 
9. 94 
6. 40 
3 59 
1. 94 

. 27 

. 22 

. 15 

Total 100. 00 100. 00 100. 00 100. 00 100. 00 100. 00 100. 00 100. 00 100. 00 

Bee footnotes at end oi table 
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TABLE XV. — Bstifnated number of taxpayers, their tncome after deductions but 
before ex'emption, s, and their tax liability under present late compared with 
that under the Bouse bill and the Isinance Committee bill, in a full year of 
operation (assuming personal income of f808 billion) — Continued. 

PERCENTAGE DISTRIBUTION CUMULATED FROM LOWEST TO HIGHEST NET 
INC 0 ME CLASS. 

Income class after 
deductions but be- 

fore exemptions. 

Taxpayers 
under- 

+ 

Present H. R. 
law. 4790. 

Taxpay- 
ers re- 
lieved 
of tax 
under 
H. R. 
4790. 

Income 
after de- 
ductions 

but 
before 

exemp- 
tlorls. 

Present 
law. 

Finance 
House Com- 

bill. mittee 
biff. 

Tax liability under — & 

Red(action ia 
tax liability 

under— 

Finance 
House Com- 

bilL mittee 
bill. 

(000) 
Number of taxpayers in thousands, money amounts in millions. 

Under 
Under 3 
Under 5 
Under f 
Under $ 
Under 3 
Under 
Ur. der $ 
Under 8 

$4 
5 
10 
25 
50. . 
100 

$300 
500 
1, 000 

Under $1 
Under $2 
Under $3 

7. 22 
39. 38 
70. 16 
86. 65 
95. 57 
98. 45 
99. 68 
99. 92 
99. 98 
99. 99 
(') 
(') 

7. 20 
39. 39 
69. 73 
86. 19 
94. 88 
98. 21 
99. 63 
99. 90 
99. 98 
I)9. 99 
(') 
(s) 

7. 38 
39. 40 
72. 98 
89. 67 
99. 97 
99. 99 
(') 
(') 
(') 
(') 
(') 
(') 

2. 34 
20. 88 
49. 00 
%. 31 
79. 30 
86. 30 
93. 17 
96. 78 
98. 59 
99. 57 
99. 73 
99. 88 

l. 13 
13. 50 
31. 97 
44. 30 
55. 41 
63. 25 
75. 60 
85. 85 
92. 67 
97. 46 
98. 40 
99. 87 

0. 67 
10. 11 
26. 38 
37. 77 
48. 70 
56. 70 
?0. 40 
82. 49 
90. 77 
96. 75 
9?. 95 
99. 06 

0. 70 
11. 83 
29. 05 
40. 56 
51. 31 
59. 38 
72. 39 
83. 68 
91. 37 
96. 94 
98. 06 
99. 11 

2. 22 
21. 38 
44. 96 
59. 45 
71. 00 
78. 46 
87. 70 
93. 66 
97. 06 
99. 11 
99. 4o 
99. 76 

2. 72 
19. 66 
42. 70 
58. 06 
70. 53 
77. 49 
87, 41 
93. 33 
97. 42 
99. 35 
99. 63 
99. 85 

Total 100. 00 100. 00 100. 00 100. 00 100. 00 100. 00 100. 00 109. 90 

& Includes normal tax, surtax, and anernative tax on net long-term capital gains. 
r Less than 50. 
' Increase less than 0. 01 per cent. 
No?z. — Figures are rounded and will not necessarily add to totals. 
Source: Staff of the Joint Committee on Internal Revenue Taxation. 

Table XVI presents the tax burdens for various income levels after deductions 
but before exemptions. It shows the amount of tax payable under present law, 
the House bill, and your committee's bill. There are eight parts to table XVI, 
showing the tax burdens under different assumptions as to marital status, 
number of dependents, ard the distribution of income between the partners to the 
marriage. All parts of table XVI are calculated under the assumption that 
neither the taxyayer nor his spouse is over 05 years of age or blind. ' 

Since individuals aged 05 and over receive an additional $000 exemption 
under both your committee's bill and the House bill, their tax burdens differ from 
those shown in table XVI. Table XVII A and B shows the tax burdens under 
existing law, the House bill and your committee's bill for a single person 05 years 
of age or over, and for a married couple with no dependents. Part B is calculated 
under the assumption that both spouses are over 65 and that all of the income 
is earned by one of them. The figures shown in table XVII also apply to blind 
persons under 05. 

Table XVIII A and B shows the amount of spendable income remaining after 
tax under present law, the House bill, and your committee's bill. The amount 
of spendable income remaining is shown by income classes after deductions but 
before exemptions and is also expressed as a per cent of the income. Part A relates 
to a single person with no dependents and part B to a married person with no 
dependents (it being assumed that the entire income is earned by one spouse). 
Table X, which appears in Section VI above, shows the effects of the House bill 
and your committee's bill on the spendable income of a married person lvith two 
dependents (the entire income being earned by one spouse). 



TAELE XVI-A. — Comparison of indif7idual income taa under present i'aw, and 
under House bill and the Finance Committee bill. 

SINGLE PERSON — NO DEPENDENTS. 

Amount of tax. Amount of tsx reduc- 
tion H. R. 4790. 

Per cent tax rerluc- 
tion, H. R. 4790. 

Income after deduc- 
tions but before ex- 
emotions. Present 

lsw. 

H. R. 4790. 

House 
bill. 

Finance 
Committee 

bm. 

House 
Ml. 

Finance 
Committee 

bill. 
House 
Ml. 

Finance 
Corn- 
mittee 

bfih 

0 
0 
0 
0 
0 

0 

0 
0 

0 
0 

00 

00 

00 
00 

, 000 
, 000 
, 000 
, 000 
, 000 
, 000 
, 000 
, 000 

, 000 

$500 
$600 
$700 
$750 
$800 
$900 
$1, 00 
$1, 20 
$1, % 
$1, 80 
$2, 00 
$2, 500 
$3, 00 
$4', 000 
$5, 00 
$6, 00 
$7, 000 
$8, 000 
$9, 000 
$10, 00 
$11, 00 
$12, 000 
$13, 000 
$14, 000 
$15, 000 
$%, 0 
$25, 0% 
$30, 000 
$40, 000 
$50, 0 
$60, 000 
$70, 0 
$80, 0 
$90, 000 
$100 
$1% 
$2l0 
$2% 
$300 
$400 
$500 
$750 
$1, 000 

$19. 00 
38. 00 
47. 50 
57. 00 
76. 00 
95. OO 

133. 00 
190. 00 
247. 00 
285. 00 
380. 00 
484. 50 
693. 50 
921. % 

1, 168. % 
1, 434. 50 
1, 719. M 
2, 023. % 
2, 346. 50 
2, 688. 50 
Sp 049. M 
8, 434. 25 
3, 842. 75 
4, 270. 25 
6, 645. 25 
9, 362. 25 

12, 264. 50 
18, 425. 25 
25, 13E 00 
32, 247. 75 
39, 643. % 
47, 824. 25 
55, 290. 00 
63, 540. 75 

105, 806. 25 
148, 651. 60 
191, 771. 75 
284, 996. 76 
321, 446. 76 
407, 896. 75 
624, 021. 76 
840, 146. 75 

$13. 30 
19. 95 
26. 60 
39. 90 
63. 20 
79. 80 

119. 70 
173. 00 
212. 80 
288. 80 
370. 88 
538. 08 
727. 32 
949. 62 

1, 185. 60 
1, 442. 10 
1, 712. 28 
2, 002. 98 
2, 307. 36 
2, 632. 26 
2, 974. 26 
8, 341. 91 
8, 723. 24 
6, 855. 61 
8, 295. 78 

10, 905. 24 
16, 443. 93 
22, 481. 94 
28, 879. 05 
86, 532. 66 
42, 442. 77 
49, 609. 38 
57, 032. 49 
95, 069. 73 

133, 539. 60 
172, 436. 97 
211, 339. 47 
289, 144. 47 
366, 949. 47 
561, 461. 97 
755, 974. 47 

$16. 60 
24. 90 
33. 20 
49. 80 
66. 40 
99. 60 

149. 40 
199. 20 
232. 40 
315. 40 
409. 44 
603. 04 
810. 72 

1, 039. 52 
1, 282. 40 
1, 546. 40 
1, 824. 48 
2, 123. 68 
2, 436. 96 
2, 771. 36 
3, 123. 36 
8, %1. 76 
8, 894. 24 
6, 088. 96 
8, 600. 48 

11, 286. 24 
16, 986. 88 
23, 201. 44 
29, 785. 60 
36, 633. 76 
43, 745. 92 
51, 122. 08 
58, 762. 24 
98, 165. 61 

138, 772. 70 
179, 831. 03 
220, 894. 78 
808, 022. 28 
385, 000. 00 
67'7, 500. 00 
770, 000. 00 

$19. 00 
24. 70 
27. 65 
30. 40 
36. 10 
41. 80 
63. 20 
70. 80 
74. 00 
72. 20 
91. 20 

113. 62 
165. 42 
194. 18 
218. 88 
248. 90 
277. 40 
311. 22 
343. 52 
381. 14 
417. 24 
459. 99 
%0. 84 
547. 01 
789. 64 

1, 066. 47 
1, 359. 26 
1, 981. 32 
2, 666. 06 
3, 868. 70 
4, 110. 84 
4, 881. 48 
5, 680. 62 
6, fi08. 26 

10& 736. 52 
16, 011. 90 
19, 334. 78 
23, 657. 28 
32, 302. 28 
40, 947. 28 
62, 559. 78 
84, 172. 28 

$19. 00 
21. 40 
22. 60 
23. 80 
26. 20 
28. 60 
33. 40 
40. 60 
47. 80 
m. Bo 
64. 60 
75. 06 
90. 46 

110. 78 
128. 98 
162. 10 
173. 10 
199. 02 
222. 82 
251. 54 
278. 14 
310. 89 
340. 99 
376. 01 
656. 29 
761. 77 
978. 26 

1, 438. 37 
1, 935. 56 
2, 462. 15 
3', OOO. 74 
8, 678. 33 
4, 167. 92 
4, 778. 61 
7, 640. 64 
9, 778. 80 

11, 940. 72 
14, 101. 9? 
18, 424. 47 
22, 896. 75 
46, 621. 76 
70, 146. 75 

Pcr cent 

100. 00 
65. 'oo 
58. 00 
53. 33 
47. 50 
44. 00 
40. 00 
37. 00 
29. 96 
25. 33 
24. 00 
23. 45 
22. 41 
21. 07 
18. 73 
17. 85 
16. 13 
15. 38 
14. 64 
14. 18 
13. 68 
13. 39 
18. 03 
12. 81 
11. SS 
11. 89 
11. 08 
10. 75 
10. 56 
10. 46 
10. S7 
10. 81 
10. 27 
10. 24 
10. 15 
10. 11 
10. 08 
10. 07 
10. 05 
10. 04 
10. 03 
10. 02 

Per cent. 

100. 00 
66. 32 
47. 58 
41. 75 
M. 47 
30. 11 
25, 11 
21. 37 
19. 35 
18. 46 
17. 00 
15. 49 
13. 04 
12. 02 
11. 04 
10. 60 
10. 07 
9. 84 
9. M 
9. 36 
9. 12 
9. 05 
8. 87 
8. 81 
8. 37 
8. 14 
7. 98 
7. 81 
7. 70 
7. 64 
7. 69 
7. 66 
7. 64 
7. 62 
7. 22 
6. 58 
6. 23 
6. 00 
6. 73 
5. 61 
7. 46 
8. 35 

Source: Stall of the Joint Committee on Internal Revenue Taxation. 



TABLE XVI — 8, — ComParison of individftal income tasf under present late, and 
under House bill and the J'inance Committee bill. 

SINGLE PERSON — ONE DEPENDENT. 

Amount of tsx. Amount of tax reduc- 
tion, H. R. 4790. 

Per cent tax reduc. 
tion, H. R. 4790. 

Income after deduc- 
tions but before ex- 
emptions. Present 

lsw. 

H. R. 4790. 

House 
bill. 

Finance 
Committee 

bill. 

House 
bilL 

Finance 
Committee House 

b il bilL 

Finance 
Com- 

mittee 
bill. 

Per cent. Per cent. 
$1, 000 
$1, 200 
$1, 500 
$], 800- 
$2&000 
$2, 500 
$3, 000 ---- 
$4, 000 
$5, 000 
$6. 000 
$7, 000 
$8, 000 
$9, 000 
f10&000 
$11, 000 
$1', 000 
$13, 000 
$14, 000 
$15, 000 
$20, 000. 
$25, 000 
$30, 000 
$&40, 000. 
$50, 000. 
$60, 000 
$70, 000. 
$80, 000 
$90, 000. 
$100, 000. 
$150, 000 
$200, 000 
$250, 000 
$300, 000 
$400, 000 
$Ã0, 000 
$750, 000 
$1, 000, 000. 

$38. 00 
95. 00 

152. 00 
190. 00 
285. 00 
380. 00 
589. 00 
798. 00 

1, 045. 00 
1, 292. 00 
1, 577. 00 
1, 862. 00 
2, 185. 00 
2, 508. 00 
2, BG9. 00 
3, 230. 00 
3, 638. 50 
4, 04'T. 00 
6, 393. 50 
9, 082. 00 

11, 970. 00 
18, 097. 50 
24, 795. 00 
31, 891. 50 
39, 273. 00 
46. 939. 50 
54, 891. 00 
63, 127. 50 

105, 383. 50 
148, 124. 00 
191, 339. 50 
234, 564. 50 
321, 014. 50 
407, 464. 50 
623, 589. 50 
839, 714. 50 

$39. 90 
79. 80 

106. 40 
193. 00 
273. 60 
437. 76 
604. 96 
816, 24 

1, 038. 54 
1, 288. 20 
1, 544. 70 
1, 828. 56 
2, 119. 26 
2, 437. 32 
2, 762. 22 
3, 121. 32 
3, 488. 97 
5, 583. 72 
7, 993. 11 

10, 687. 18 
16, 089. 96 
22, 112. 58 
28, 494. 30 
35, 132. 62 
42, 027. 24 
49, 178. 46 
56, 586. 18 
94, 613. 16 

133, 077. 90 
171, 970. 14 
210, 872. 64 
288, 677. 64 
366, 482. 04 
560, 995. 14 
755, 507. 64 

$49. 80 
99. 60 

132. 80 
215. 80 
298. 80 
486. 88 
680. 48 
902. 24 

1, 131. 04 
1, 388. 00 
1, G52. 00 
1, 944. 16 
2, 243. 36 
2, 570. 72 
2, 905. 12 
3, 274. 72 
3& 653. 12 
5, 809. 12 
8, 288. 96 

10, 958. SS 
16, 622. 56 
22, 821. 28 
29, 389. 60 
30, 221. 92 
43, 318. 24 
50, 678, 56 
58, 302. 88 
97, 683. 68 

138, 285. 35 
179, 338. 27 
220, 402. 02 
302, ' 529. 52 
384, 657. 02 
577, 500. 00 
770, 000. 00 

$38. 00 
55. 10 
72. 20 
83. 60 
92. 00 

106. 40 
151. 24 
193. 04 
228. 76 
253. 46 
288. 80 
317. 30 

388. 74 
431. 68 
467. 78 
517. 18 
558. 03 
809. 7S 

1, 088. 89 
1, 382 82 
2, OOT. 54 
2, 682. 42 
3, 397. 20 
4, 140. 48 
4, 912. 26 
5, 712. 5&4 

6, 541. 32 
l 0, 770. 34 
15, 046. 10 
19, 369. 36 
23, 691. 86 
32, 336. 86 
40, 981. 86 
62, 594. 36 
84, 206. 86 

$38. 00 
45. 20 
52. 40 
57. 20 
69. 20 
81. 20 

102. 12 
117. 62 
142. 76 
160. 98 
189. 00 
210. 00 
240. 84 
264. 64 
298. 28 
324. 88 
363. 78 
393. 88 
584. 38 
793. 04 

1, 011. 12 
1, 474. 94 
1, 973. 72 
2, 501. 90 
3, 051. 08 
3, 621. 26 
4, 212. 44 
4, 824. 62 
7, 699. 82 
9, 83&t. 65 

12, 001. 23 
14, 162. 48 
18, 484. 98 
22, 807. 48 
46, 089. 50 
69, 714. 50 

100. 00 
58. 00 
47. 60 
44. 00 
32. 28 
28. 00 
25. 68 
24. 19 
21. 89 
19. 62 
18. 81 
17. 04 
16. 31 
15. 50 
15. 05 
14. 48 
14. 22 
13. 79 
12. 67 
11. 99 
11. 55 
11. 09 
10. 82 
10. 65 
10. 54 
10. 47 
10. 41 
10. 36 
10. 22 
10. 16 
10. 12 
10. 10 
10. 07 
10. 06 
10. 04 
10. 03 

100. 00 
47. 58 
34. 47 
30. 11 
24. 28 
21. 37 
17. 34 
14. 73 
13. 66 
12. 46 
11. 93 
1L 28 
11. 02 
10. 55 
10. 40 
10. 06 
10. 00 
9. 73 
9. 14 

8. 15 
7. 96 
T. 85 
7. 77 
7. 71 
?. 67 
7. 64 
7, 31 
6. 84 
6. 27 
6. 04 
5. 78 
8 60 
7. 39 
& 30 

Source: Staff of the Joint Committee on Internal Revenue Taxation. 
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TABLE XVI-(3. — Comparison of indi77idual income tag under present lau1, and 
under House bill and the Finance Committee bilL 

MARRIED PERSON — NO DEPENDENTS — ENTIRE INCOME EARNED BY ONE SPOUSE. 

Amount of tax. Amount of tax reduc- 
tion, H. R. 4790. 

Per cent tax reduc- 
tion, H. R. 4790. 

Income after deduc- 
tions but before ex- 
emptions. Present 

law. 

H. R. 4790. 

House 
bill. 

Finance 
Committee 

bill. 

House 
bill. 

Finance 
Committee 

bill. 
House 

bill. 

Finance 
Com- 

mittee 
bill. 

3 
3 

$ 
$ 
$ 

$ 
5 
3 
$ 
3 
$ 
3 

3 
$ 

$ 
$ 
$ 
$ 
$ 
$ 
$ 

3 

1, 000. 
1, 200 

$1, 500 
1, 800 
2, 000 
2, 500 . 

$3, 000 
$4, 000 

5, 000 
6, 000 
7, 000 
8, 000. 
9, 000 
10, 000 
11, 000 
12, 000 
13, 000 
14, 000 
15, 000 
20, 000 
25, 000 

$30, 000 
$40, 000 
50, 000 
60, 000. 
70. 000 
80, 000 
90, 000 
100, 000 
150. 000 
200, 000 

$250, 000 
$300, 000 
$400, 000 
500. 000 
750, 000 
1, 000, 000 

$38. 00 
95. 00 

152. 00 
190. 00 
285. 00 
380. 00 
589, 00 
798. 00 

1, 045, 00 
1, 292. 00 
1, 577. 00 
1, 862. 00 
2, 185, pp 
2, 508. 00 
2, 869. 00 
8, 230. 00 
8, 638. 50 
4, 047. 00 
6, 393. 50 
9, 082. 00 

11, 970. 00 
18, 097. 50 
24, 795. 00 
31, 891. 50 
39, 273. 00 
46, 939. 50 
54, 891. Oil 

63, 127. 5P 
105, 383. 50 
148, 124. OP 

191, 339. 50 
234, 564. 50 
321, 014. 50 
407, 464. 50 
623, 589. 50 
839, 714. 50 

$39. 90 
79. 80 

106. 40 
172. 90 
239. 40 
425. 60 
577. 60 
741. 76 
908. 96 

1, 076. 16 
1, 243. 36 
1, 454. 64 
1, 676. 94 
1, 899. 24 
2, 121. 54 
2, 371. 20 
2, 627. 70 
4, 005. 97 
5, 589. 42 
7, 446. 48 

11, 711. 22 
16, 591. 56 
21, 810. 48 
27, 234. 60 
32, 887. 86 
38, 807. 88 
44, Q63. 88 
77, 960. 04 

114, 064. 98 
152, 091. BB 
190, 139. 46 
267, 079. 20 
344, 873. 94 
539, 386. 44 
733, 898. 94 

$49. 80 
99. 60 

132. 80 
215. 80 
298. 80 
464. 80 
630. 80 
818. 88 

1, 012. 48 
1, 206. 08 
1, 399. 68 
1, 621. 44 
1, 850. 24 
2, 079. 04 
2, 307. 84 
2, 564. 80 
2, 828. 80 
4, 247. 36 
5, 877. 12 
7, 788. 48 

12, 177. 92 
17, 200. 96 
22, 572. 48 
28, 155. 20 
33, 973. 76 
40, 066. 88 
46, 402. 88 
80, 363. 84 

117, 524. 48 
156, 663. 36 
196, 331. 22 
277, 545. 40 
359, 662. 06 
564, 980. 82 
770, 000. 00 

$38. 00 
55. 10 
72. 20 
83. 60 

112. 50 
140. 60 
163. 40 
220. 40 
303. 24 
383. 04 
500. 84 
618. 64 
730. 36 
831. 06 
969. 76 

1, 108. 46 
1, 267. 30 
1, 419. 30 
2, 387. 54 
3, 492. 58 
4, 52', 1. 52 
6, 385. 28 
BI 203. 44 

10, 081. 02 
12, 038. 40 
14, 051. 64 
16, SN. 12 
18, 163. 62 
27, 423. 46 
34, 059. 02 
39, 247. 62 
44, 425. 04 
53, 935. 30 
62, 590. 56 
84, 203. 06 

105, 815. 56 

100. 00 
47. 58 
34. 47 
30. 11 
24. 28 
21. 37 
21. 09 
20. 95 
21. 64 
21. 63 
23. 52 
24. 83 
25. 79 
20. 23 
27. 53 
28. 55 
29. 51 
30. 10 
33. 57 
35. 29 
34. 93 
82. 71 
30. 63 
29. 22 
28. 31 
27. 62 
27. 01 
26. 49 
23. 74 
20. 66 
18. 12 
16. 30 
13. 54 
11. 73 
9. 40 
8. 30 

100. 00 $38. 00 
45. 20 
52, 40 
l17. 20 
69. 20 
81. 20 

124. 20 
167. 20 
226. 12 
279. 52 
370. 92 
462. 32 
563. 56 
657. 76 
789. 96 
922. 16 

1, 073. 70 
1, 218. 20 
2, 146. 14 
3, 204. 88 
4, 181. 52 
5, 919. 58 
7, 594. 04 
9, 819. 02 

111117. 80 
12, 965. 74 
14, 824. 12 
16, 724. 62 
25, 019. 66 
30, 599. 52 
34, 676. 14 
38, 283. 28 
48, 469. 10 
47, 802. 44 
58, 608. 68 
69, 714. 50 

58. 00 
47. 50 
44. 00 
39. 33 
37. 00 
27. 74 
27. 62 
29. 02 
29. 65 
31. 76 
33. 22 
33. 43 
33. 14 
33. 80 
34. 32 
34. 83 
35. 07 
37. 34 
38. 46 
37. 79 
35. 29 
33. 09 
31. 61 
30. 65 
29. 94 
29. 30 
28. 77 
26. 02 
22. 99 
20. 51 
18. 94 
16. 80 
15. 36 
13. 50 
12. 60 

Per cent. Pcr cent. 

Source: Staff of the Joint Committee on Internal Revenue Taxation. 
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TAIILE XVI-D. — Corrtparison of inrtiuirtual income taar under tiresent late, aft/ 
unrter House biU anrt the Irinance Corrtmittee bill. 

MARRIED PERSON — NO DEPENDENTS — WITH INCOME DIVIDED AS FOLLOWS: 
70 PER CENT AND 30 PER CENT. 

Amount of tsx. Amount of tax reduc- 
tion, H. R. 4790. 

Per cent tax reduc. 
tion, H. R. 4790. 

Income after deduc- 
tions but before ex- 
emptions. Present 

Iaw. 

H. R, 4790, 

House 
bill. 

Pinance 
Committee 

bill. 

House 
bilL 

Ir insnce 
Committee 

bill. 
House 

bill. 

Iriuancs 
Com- 
mittee 

bilL 

Pcr cent. Per rest. 
$1 
$1 
$1 
$1 
$2 
$2 
$3 
$4 
$5 
$6 
$7 
$8 
$9 
$1 
$1 
$1 
$1 
$1 
$1 
$2 

$3 

$5 
$ 
$7 
$8 
3 
$1 
$1 
$ 
$2 
$3 
3 
$5 
$7 

, 000 

, 500 
&800 

, 000 
, 500 
, 000 '. 
, 000 
, 000 
, 000 
, 000 

0, 000 
1, 000 
2, 000 
3, 000 
4, 000 
5, 000 
0, 000 
5, 000 
0, 000 

40, 000 
0, 000 

60&000 
0, 000 
0, 000 

90, 000 
00, 000 
50, 000 

200, 000 
5D, OOD 

00, 000 
400, 000 
00, 000 
50, 000 

$1, 000, 000 

$38. 00 
95. 00 

152. 00 
190. 00 
285. 00 
380. 00 
575. 70 
779. 00 
982. 30 

I, 200. 80 
I, 430. 70 
I, 664. 40 
I, 919. 00 
2, 181. 20 
2, 443. 40 
2, 728. 40 
3, 017. 20 
3, 306. 00 
5, 011. 25 
6, 992. 00 
9, 186. 50 

14, 136. 00 
19, 551. 00 
25, 388. 75 
31, 616. 00 
38, 199. 50 
44, 954. 00 
51, 908. 00 
89, 475. 75 

129, 599. 00 
170, 653. 25 
212, 481. 75 
298, 14S. 00 
384, 028. 00 
599, 668. 50 
815, 793. 50 

$49. 80 
99. 60 

132. 80 
215. 80 
298. 80 
464. 80 
630. 80 
818. SS 

I, 012. 48 
I, 206. 08 
I, 399. 68 

'1, 621. 44 
I& 850. 24 
2, 079. 04 
2, 307. 84 
2, 564. 80 
2, 828. 80 
4, 247. 36 
5, 877. 12 
7, 78S. 48 

12, 177. 92 
17, 200. 96 
22, 572. 48 
28, 155. 20 
33, 973. 76 
40, 066. 88 
46, 402. SB 
80, 363. 84 

117, 524. 4S 
156, 663. 36 
196, 331. 22 
277, 545. 40 
359, 662. 06 
564, 980. 82 
770, 000. 00 

$39. 90 
79. 80 

106. 40 
172. 90 
239. 40 
425. 60 
577. 60 
741. 76 
903. 96 

I, 076. 16 
I, 243. 36 
I, 454. 64 
1, 676. 94 
I, 899. 24 
2, 121. 54 
2, 371. 20 
2, 627. 70 
4, 005. 96 
5, 589. 42 
7, 446. 48 

11, 711. 22 
16, 591. 56 
21, 810. 48 
27, 234. 60 
32, 887. S6 
3S, 807. 88 
44, 963. SB 
77, 960. 04 

114, D64. 98 
152, 091. 88 
190, 139. 46 
267, 079. 20 
344, 873. 94 
539, 386. 44 
733, 898. 94 

i 

$38. 00 
55. 10 
72. 20 
83. BQ 

112. 10 
140. 60 
150. 10 
201. 40 
240. 54 
291. 84 
354. 54 
421. 04 
464. 36 
504. 26 
544. 16 
606. 86 
646. 00 
678. 30 

I& 005. 29 
I, 402. 58 
I, 740. 02 
2, 424. ZS 
2, 959. 44 
3, 578. 27 
4, 381. 40 
5, 311. 64 
6, 146. 12 
6, 944. 12 

11, 515. 71 
15, 534. 02 
18, 561. 37 
22, 342. 29 
31, 068. 80 
39, 154. 06 
60, 282. OB 

81, 894. 56 

$38. 00 
45. 20 
52. 40 
57. 20 
69. '20 
81. 20 

110& 90 
148. 20 
163. 42 
188. 32 
224. 62 
264. 72 
297. 56 
330. 96 
364. 36 
420. 56 
452. 40 
477. 20 
763. 89 

I, 114. SS 
I, 398. 02 
I, 958. OS 
2, 350. 04 
2, 816. 27 
3, 460. 80 
4, 225. 74 
4, 887. 12 
5, 505. 12 
9, 111. 91 

12, 074. 52 
13, 989. 89 
16, 150. 53 
20, 602. 60 
24, 365. 94 
34, 687. 6S 
45, 793. 50 

100. 00 
58. 00 
47. 50 
44. 00 
39. 33 
37. 00 
26. 07 
25. 85 
24. 49 
24. 30 
24. 78 
25. 30 
24. 20 
23. 12 
22. 27 
22. 24 
21. 41 
20. 52 
20. 06 
20. 06 
18. 94 
17. 15 
15. 14 
14. 09 
13. 86 
13. 90 
13. 67 
13. 38 
12. 87 
11. 99 
10. 88 
10. 51 
10. 42 
10. 20 
10. 05 
10. 04 

100. 03 
47. 58 
34. 47 
30. 11 
24. 28 
21. 31 
19. 26 
19. 02 
16. 64 
15, 63 
15. 70 
15. 99 
15. 51 
15. 17 
14, 91 
IA 41 
14. 99 
14. 43 
1523 
15. 95 
15, 22 
13. 85 
12. 02 
11. 09 
10. 95 
11. 06 
10. 87 
10. 61 
10. 18 
9. 32 
8. 20 
7. 60 
6. 91 
6. 34 
5. 78 
5. 61 

Source: Staff of the Joint Committee on Internal Revenue Taxation. 



TABLE XVI — E — Comparison of individual income taa under present late, and 
under House bill and the irinanee Committee bill. 

MARRIED PERSON — NO DEPENDENTS — WITH INCOiVIE DIVIDED AS FOLLOWS: 
50 PER CENT AND 50 PER C NT. 

Amount of tax. Amount, of tax reduc- 
tion, H. R. 4790. 

Pcr cent tax reduc- 
tion, H. R. 4790. 

income after deduc- 
tions but before ex- 
emptions. Present 

Iaw. 

H. R. 4790, 

House 
bill. 

Finance 
Committee 

bill. 

House 
bill, 

Finance 
Committee 

bill. 

House 
bill. 

F inance 
Corn- 

mittee 
bill, 

Per cent. Per cent. 
1, 000 

$1, 200 
$1, 500 
$1, 800 
$2, 000 
$2, 500 
$3, 000 
$4, 000 
$5, 000 
$6, 000 
$7, 000 
$8, 000 
$9iono 
$]o, ono 
$11, 000 
$12, 000 
$13, 000 
$141000 
$15, 000 
$20, 000 
f25, 000 
$3o', noo 
$40, 000 
$50, 000 
$60, 000 
$70, 000 
$80, 000 
$90, 000 
$]00, 000 
$150, 000 
$200, 000 
$250, 000 
$300, 000 
$400, '000 
$500, 000 
$750, 000 
$1, 000, 000 

$38. 00 
95. 00 

152. 00 
190. 00 
2S5. 00 
380. 00 
570. 00 
760. 00 
969. 00 

1, 178. 00 
1, 387. 00 
1, 596. 00 
1, 84'3. 00 
2, 090. 00 
2, 337. 00 
2. 584. 00 
2, 869. 00 
3. 154. 00 
4, 69L 00 
6, 460. 00 
8, 540. 50 

13, 290. 50 
18, 724. 50 
24, 529. 00 
30, 561. 50 
36, 850. 50 
43, 434. 00 
50, 274. 00 
86, 953. 50 

127, 081. 50 
169, 337. 50 
211. 612. 50 
297, 103. 00 
383, 543. 50 
r99'668 50 
815, 793. 50 

$39. 50 
79. 80 

106. 40 
172. 90 
239. 40 
425. 60 
577. 60 
74]. 76 
908. 96 

1, 076. 16 
I, 243. 36 
1, 454. 64 
I, 676. 94 
1, 899. 24 
2, 121. 54 
2, 371. 20 
2, 627. 70 
4, 005. 96 
5, 589. 42 
7, 446. 48 

11, 7]1. 22 
16, 591. 56 
21, 810. 48 
27. 234. 60 
32, 887. 86 
', ]8, 807. 88 
44, 963. 88 
77, 960. 04 

114, 064. 98 
152, 09]. 88 
190, 139. 46 
267, 079. 20 
344, 873. 94 
539, 3S6. 44 
733, 898. 94 

$49. 80 
99, ]'i n 

132. 80 
215. 80 
298. 80 
464. 80 
630. 80 
818. 88 

1, 012. 48 
I, 206. 08 
I, 399. 68 
I, 621. 44 
1, 850. 24 
2, 079. 04 
2, 307. 84 
2, 564. 80 
2, 82S. 80 
4, 247. 36 
5, 877. ]2 
7, 788. 48 

12, 177. 92 
] 7, 200. 96 
22, 572. 48 
28, ]55. 20 
33, 973. 76 
40, 066. 88 
46, 402. 88 
80. 363. 84 

]17, 524. 48 
166, 663. 36 
]96, 33]. 22 
277, 545. 40 
359, 662. 06 
564, 980. 82 
770, 000. 00 

$38. 00 
55. ]0 
72. 20 
83. Go 

112. 10 
]40. 60 
144. 40 
182. 40 
227, 24 
269. 04 
310. 84 
352. 64 
388. 36 

I 

4]3. 06 
437. 7G 
462. 46 
497. Sn 
526. 30 
687. 04 
870. 5S 

1, 094. 02 
1, 579 28 
'2, 139 94 
2, 718. 02 
3, 326. 90 
3, 962. 64 
4, 626. 12 
5, 310. 12 
8, 993. 46 

13, 016. 52 
17, 245. 62 
21, 473. 04 
30' 

, 0. o3. Bn 
38 669 56i 

60, 282. 06 
81, 894. 56i 

$38. 00 
45. 20 
52. 40 
57. 20 
69. 20 
81. 20 

]OA 20 
129, 20 
]50. 12 
166 52 
180. 92 
]96. 32 
22] fii6 

239. 7G 
257. 96 
276. 16 
304. 20 
325. 20 
445. 64 
582. 88 
752. 02 

I, 112. 58 
I, 523. 54 
I, 956. 52 
2, 406. 30 
2, 876. 74 
3, 367. 12 
3, 871. 12 
6, 689. 66 
9, 557. 02 

12, 674. 14 
15, 281. 28 
19, 557 60 
23, 881. 44 
34, G87. 68 
45, 793. 50 

1]10 00 
58. 00 
47. 50 
44. 00 
39. 33 
37. 00 
25. 33 
24. 00 
23. 45 
22. 84 
22. 41 
22. 10 
2]. 07 
19. 76 
18. 73 
17. 90 
17. 35 
16. 69 
14. 64 
13. 48 
12. 81 
11. 88 
11. 39 
11. 08 
10. 89 
10. 75 
10. 65 
10. 56 
10. 34 
10. 24 
10. 18 
10. 15 
10. 11 
10. 08 
10. 05 
10. 04 

i 

]00. 00 
47. 58 
34. 47 
30. 11 
24. 28 
21. 37 
18. 46 
]7. 00 
15. 49 
14. 05 
13. 04 
12. 30 
]2. 02 
11. 47 
11. 04 
]0. 69 
10. 60 
]0. 31 
9. 50 
9. 02 
8. 81 
8. 37 
8. 14 
7. 98 
7. 87 
7. 81 
7. 75 
7. 70 
7. 58 
7. 52 
7. 48 
7. 22 
6. 58 
6. 23 
5. 79 
5. 6] 

Source: Staff of the Joint Committee of Internal Revenue Taxation. 
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TABLLr XV1 — O'. — Comparison of indireidual income taa under present late, and 
under House bill and the Pinance Committee bill. 

MARRIED PERSON — 2 DEPENDENTS — ENTIRE INCOME EARNED BY ONE SPOUSE, 

Amount of tax. Amount of tax reduc- 
tion, H. R. 4790. 

Per cent tax redues 
tion, H. R. 47gp. 

Income after deduc- 
tions but before ex- 
emptions. Present 

law. 

H. R. 4790. 

House 
bill. 

Finance 
Committee 

bpl. 

House 
bill. 

Finance 
Committee 

bill. 
House 

bffb 

Finance 
Com- 

mittee 
bill. 

Per cent: Per cent. 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 

$ 
3 

$ 
$ 
$ 

$ 

2, 000 
2, 500 
3, 000 
4, 000 
5, 000 
6, 000 
7, 000 
8, 000 . 
9, 000 
10, 000 
11, 000 
12, 000 

$13, 000. 
$14, 000 
$15, 000 

20, 000 
25, 000 

$30, 000 
40, 000 
50, 000 
60, 000 

$70, 000 
80, 000 

$90, 000 . 
$100, 000 
$150, 000 
$200pppp 
$250, 000 
$300, 000 
$400, 000. 
$500, 030 
$750, 000 
$1, 000, 000 

$95. 00 
190. 00 
380. 00 
589. 00 
798. 00 

1, 045. 00 
1, 292. 00 
1, 577. 00 
1, 862. 00 
2, 185. 00 
2, 508. 00 
2, 869. 00 
3, 230. 00 
3, 638. 50 
5, 890. 00 
8, 521. 50 

11, 381. 00 
17, 442. 00 
24. 111. 00 
31. 179. 00 
38, o32. 00 
46, 170. 00 
54, 093. 00 
62, 301. 00 

104, 538. 00 
147. 269. 00 
190. 475. 00 
233, 700. 00 
320, 150. 00 
406, 600. 00 
622, 725. 00 
838, 850. 00 

$13. 30 
79. 80 

212. 80 
386. 00 
547. 20 
708. 32 
875. 52 

1, 042. 72 
1, 209. 92 
1, 410. 18 
1, 632. 48 
1, 854. 78 
21 077. 08 
2, 319. 90 
3, 657. 12 
5. 199. 54 
6, 977. 94 

11, 167. 44 
15, 986. 22 
21, 174. 36 
26, 567. 70 
32, 179. 92 
38, 079. 42 
44, 225. 16 
77, 128. 98 

113, 172. 36 
151, 178. 82 
189, 226. 32 
266, 155. 80 
343, 940. 28 
538, 452. 78 
732, 965. 28 

$1fi. 66 
99, 60 

265. 60 
431. 60 
597. 60 
780. 16 
973. 76 

1, 167. 36 
1, 360. 96 
1, 575. 68 
1, 804 48 
2, 033. 28 
2, 262. 08 
2, 512. 00 
3, 888. 32 
5, 475. 84 
7, 306. 24 

11, 618. 24 
16, 577. 92 
21, 917. 76 
27, 468. 80 
33. 245. 12 
39, 317. 12 
45, 642. 56 
79, 508. 48 

116, 605. 76 
155, 723. 52 
195, 367. 36 
276, 570. 70 
358, 676. 54 
563, 995. 28 
769, 314. 04 

$81. 70 
110. 20 
167. 20 
203. 00 
250. 80 
336. 68 
416. 48 
534. 28 
652. 08 
774. 82 
87k 52 

1, 014. 22 
1, 152. 92 
1, 318. 60 
2, 232. 88 
3, 321. 96 
4, 403. 06 
6, 274. 56 
8, 124. 78 

10, 004. 64 
11, 964. 30 
13, 990. 08 
16, 013. 58 
18, 075. 84 
27, 409. 02 
34, 096. 64 
39, 296. 18 
44, 473. 68 
53, 994. 20 
62, 659. 72 
84, 272. 22 

105, 884. 72 

$78. 40 
90. 40 

114. 40 
157. 40 
200. 40 
264. 84 
318. 24 
409. 64 
501. 04 
609. 32 
703. 52 
835. 72 
967. 92 

1, 126. 50 
2, 001. 68 
8, 045. 66 
4, 074. 76 
5, 823. 76 
7, 533. 08 
9, 261. 24 

11, 063. 20 
12, 924. 88 
14, 775. 88 
16, 658. 44 
25, 029. si2 
30, 663. 24 
34, 751. 48 
38, 332. 64 
43, 579. 30 
47, 923. 46 
58, 729. 72 
69, 535. 96 

86. 00 
58. 00 
44. 00 
34. 47 
31. 43 
32. 22 
32. 24 
33. 88 
35. 02 
35. 46 
34. 91 
35. 35 
35. 69 
36. 24 
37. 91 
38. 98 
38. 69 
35. 97 
33. 70 
32. 09 
31. 05 
30. 30 
29. 60 
29. 01 
26. 22 
23. 15 
20. 63 
19. 03 
16. 87 
15. 41 
13. 53 
12. 62 

82 53 
47. 53 
30. 11 
26. 72 
25. 11 
25. 34 
24. 63 
25 98 
26. 91 
27 89 
2&. 05 
29. 13 
29. 97 
30. 96 
33 9S 
35. 74 
35. 80 
33. 3g 
31. 24 
29. 7P 
23. 71 
27. 99 
27. 32 
26. 74 
23. 94 
20. 82 
1S. 24 
16. 40 
13. 61 
11. 79 
9. 43 
8. 29 

Source: Staff of the Joint Committee on Internal Revenue Taxation. 
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TARTE XVI-G. — C'ornparison of individual inconte tax under present late, and 
under House bill and the J'inance Committee bill. 

MARRIED PERSON — 2 DEPENDENTS — WITH INCOME DIVIDED AS FOLLOWS: 
70 PER CENT AND 30 PER CENT. 

Amount of tax. Amount of tax reduc- 
tion, H. R. 4790. 

Per cent tax reduc- 
tion, H. R. 4790. 

Income after deduc- 
tions but before ex- 
emptionss. 

Present 
lasr. 

H. R. 4790. 

House 
bill. 

Finance 
Committee 

bill. 

House 
bill. 

Finance 
Committee 

bill. 
House 

bill. 

Finance 
Com- 

mittee 
bill. 

$2, 000 
$2, 500 

$4, 000 
$5, 000 
$6, 000 
$7, 000 

$9, 000 
$10, 0GO 

$11, 000 
$12, 000 
$13, 000 
$14, 000 
$1'5, 000 
$20, 000 
$25, 000 
$30, 000 
$40, 000 
$50, 000 
$60, 000 
$70, 000 
$80, 000 
$90, 000 
$1M, 000 
$150, 000 
$200, 000 
$250, 000 
$300iOGG 

$750, 000 
$1, 000, %0 

$95. M 
190. 00 
380. 00 
570. M 
773. 30 
976. 60 

1, 183. 70 
1, 417. 40 
1, 653. 00 
1, S96. 20 
2, 158. 40 
2, 420. 60 
2, 694. 20 
2, 933. 00 
4, 602. T5 
6, 517. 00 
8, 6%. 75 

13, 547. 00 
18, 933. 50 
24, 733. 25 
30, 93'2. 00 
37, 487. 00 
44, 213. 00 
51, 10?. 00. 
88, 630. 25 

128, 753. 50 
169, 798. 25 
211, 617. 25 
297, 283. 50 
3S3, 163. 50 
598, 804. 00 
814, 929. 00 

$13. 30 
79. 80 

212. 80 
386. 00 
547. 20 
708. 32 
875. 52 

1, 042. 72 
1, 209. 92 
1, 410. 18 
1, 632. 48 
1, 854. 78 
2, 077. 08 
2, 319. 90 
3, 657. 12 
5, 199. 54 
6, 977. 94 

11, 167. 44 
15, 986. 22 
21, 174. 36 
26, 5G7. 70 
32, 179. 92 
38, 0?9. 42 
44, 225. 16 
77, 128. 98 

113, 172. 36 
151, 178. 82 
180, 226. 32 
266, 155. 80 
343, 940. 2S 
538, 452. 78 
732, 9o5. 28 

$16. 60 
99. 60 

265. 60 
431. 60 
597. 60 
780. 16 
973. 76 

1, 167. 36 
1, 3GO. 96 
1 575 6S 
1, 804. 48 
2, 033. 28 
2, 262. 08 
2, 51 2. GO 

3, 888. 32 
5, 475. 84 
7, 306. 24 

11, 618. 24 
16, 577. 92 
21, 017. 76 
27, 468. 80 
33, 245. 12 
39, 317. 12 
45, 642. 56 
79, 508. 48 

11B, 605. 76 
155, 723. 52 
195, 367. 36 
276, 570. 70 
358, 676. 54 
563, 995. 28 
769, 314. 04 

$81. 70 
110. 20 
1G7. 20 
184. 00 
226. 10 

308. 18 
374. 68 
443. 08 
486. 02 
525. 92 
565. 82 
617. 12 
663. 10 
945. 63 

1, 317. 46 
1, 690. 81 
2, 379. 56 
2, 947. 28 
3, 558. 89 
4, 364. 30 
5, 307. 08 
6, 133. 58 
6, 941. 84 

11, 501. 27 
15, 5S1. 14 
1S, 619. 43 
22, 390. 93 
31, 127. 70 
39, 223. 22 
60, 351. 22 
Sl, 963. 72 

$78. 40 
90. 40 

114. 40 
138. 40 
175. 70 
19B. 44 
209. 94 
250. 04 
292. 04 
320. 52 
353. 92 
387. 32 
432. 12 
471. 00 
714. 43 

1, 041. 16 
1, 362. 51 
1, 928. 76 
2, 355. 58 
2p 815. 49 
3, 463. 20 
4, 241. 88 
4, 895. 88 
5, 524. 44 
9, 121. 77 

12, 147. 74 
14, 074. 73 
16, 249. 89 
20, 712. 80 
24, 486. 96 
34, 808. 72 
45, 614. 96 

Per cent. 

86. 00 
58. 00 
44. 00 
82. 28 
29. 24 
27. 47 
26. 04 
26. 43 
26. 80 
25. 63 
24. 37 
23. 38 
22. 91 
22. 23 
20. 54 
20. 22 
19. iiO 

17 BT 
15. 57 
14. 39 
14. 11 
14. 16 
13. 87 
13. 67 
12. 98 
12. 10 
10. 97 
10. BS 
lil. 47 
10. 24 
10. 08 
10. 05 

Per cent. 

82. 53 
47. 5S 
30. 11 
24. 28 
22. 72 
20. 11 
17. 74 
17. B4 
17. 6T 
16. 90 
16. 40 
16. 00 
16. 04 
15. 79 
15. 52 
15. 98 
15' 72 
14. 24 
12. 44 
11. 3S 
11. 20 
11. 32 
11. 07 
10. 80 
10. 29 
9. 43 
8. 29 
7. 6S 
6. 97 
6. 39 
5. 81 
5. 60 

Source: Stat? of the Joint Committee on Internal Revenue Taxation. 

706500' — 48 22 
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TABLE XVI — H. — Comparison of indimdual income tax under present late, and 
under House bill and the Finance Committee bill. 

MARRIED PERSON — 2 DEPENDENTS — WITH INCOME DIVIDED AS FOLLOWS: 
50 PER CENT AND 50 PER CENT. 

Amount of tsx. Amount of tax reduc- 
tion, H. R. 4790. 

Per cent tsx reduc- 
tion, H. R. 4790. 

Income after ueduc 
tions but before ex- 
emptions. Present 

lsw. 

H. R. 4790. 

House 
bill. 

Finance 
Committee 

bill. 

House 
bill. 

Finance 
Committee 

bill. 
House 

bill. 

Finance 
Com- 

mittee 
bill, 

$ 

$ 
8 
$ 
$ 
3 
$ 

3 

3 

$ 

$ 

$ 

$ 
$ 

$ 
$ 

2, 000 
2, 500 
3, 000 
4, 000 
5, 000 
6, 000. 
7, 000 
8, 000 
9, 000 
10, 000 
11, 000 
12, 000. 
13. 000 
14, 000 
15, 000 
20, 000 
25, 000 

$30, 000 
$40, 000 

50, 000 
60, 000 
70, 000 

$80&000 
90, 000 
100, 000 
150, 000 
200, 000 
250, 000 

$300, 000 
$400, 000 
500, 000 
750, 000 
1, 000, 000 

$95. 00 
190. 00 
380. 00 
570. 00 
769. 50 
969. 00 

1, 178. 00 
1, 387. 00 
1, 615. 00 
1, 843. 00 
2, 090. 00 
2, 337. 00 
2, 603. 00 
2, 869. 00 
4, 370. 00 
6, 099. 00 
8, 113. 00 

12, 787. 00 
18, 164. 00 
23, 940. 00 
29, 944. 00 
36, 195. 00 
42, 764. 25 
49, 590. 00 
86, 184. 00 

126, 255. 00 
168, 492. 00 
210, 767. 00 
296, 248. 00 
382, 6'l9. 00 
598, 804. 00 
81 4, 929. 00 

$13. 30 
79. 80 

212. 80 
386. 00 
547. 20 
708. 32 
870. 52 

1, 042. 72 
1, 209. 92 
1, 410. 18 
1, 632. 48 
1, 854. 78 
2, 077. 08 
2, 319. 90 
3, 657. 12 
5, 199. 54 
6, 977. 94 

11, 167. 44 
15, 986. 22 
21, 174. 36 
26, 567. 70 
32, 179. 92 
38, 079. 42 
44& 225. 16 
77, 128. 98 

113, 172. 36 
151, 178. 82 
189, 226. 32 
266, 155. 80 
343, 940. 28 
538, 452. 78 
732, 965. 28 

$16. 60 
99. 60 

265. 60 
431. 60 
597. 60 
780. 16 
973. 76 

1, 167. 36 
1, 360. 96 
1, 575. 68 
1, 804. 48 
2, 033. 28 
2, 262. 08 
2, 512. 00 
3, 888. 32 
6, 475. 84 
7, 306. 24 

11, 618. 24 
16, 677. 92 
21, 917. 76 
2'l, 468. 80 
33, 245. 12 
39, 817. 12 
45, 642. 56 
79, 508. 48 

116, 605. 76 
155, 723. 52 
195, 867. 36 
276, 570. 70 
358, 676. 54 
663, 995. 28 
769, 314. 04 

$81. 70 
110. 20 
167. 20 
184. 00 
222. 30 
260. 68 
302. 48 
344. 28 
405. 08 
432. 82 
457. 52 
482. 22 
525. 92 
649. 10 
712. 88 
899. 46 

1, 135. 06 
1, 619. 56 
2, 177. 78 
2, 765. 64 
3, 376. 30 
4, 015. 08 
4, 684. 83 
6, 364. 84 
9, 055. 02 

18, 082. 64 
17, 313. 18 
21, 640. 68 
30, 092. 20 
38, 738. 72 
60, 861. 22 
81, 968. 72 

$78 40 
90. 40 

114. 40 
138. 40 
171. 90 
188. 84 
204. 24 
219. 64 
254. 04 
267. 32 
286. 62 
303. 72 
340. 92 
357. 00 
481. 68 
623. 16 
806. 76 

1, 168. 76 
1, 686. 08 
2, 022. 24 
2, 475. 20 
2, 949. 8S 
3, 447. 13 
3, 94'l. 44 
6, 675. 52 
9, 649. 24 

12, 768. 48 
15, 399. 64 
19, 67'I. SO 
24, 002. 46 
84, 808. 72 
45, 614. 96 

86. 00 
58. 00 
44. 00 
32. 28 
28. 89 
26. 90 
25. 6S 
24. 82 
25. 08 
23. 48 

. 21. 89 
20. 63 
20. 20 
19. 14 
16. 81 
14. 75 
13. 99 
12. 67 
11. 99 
11. 65 
11. 28 
11. 09 
10. 96 
10. 82 
10. 51 
10. 36 
10. 28 
10. 22 
10. 16 
10. 12 
10. 08 
10. 06 

82. 53 
47. 58 
30. 11 
24. 28 
22. 34 
19. 49 
17. 84 
15. 84 
15. 73 
14. 59 
13. 66 
13. 00 
13. 10 
12. 44 
11. 02 
10. 22 
9. 94 
9. 14 
8. 73 

. S. 45 
S. n 
8;15 
8. 05 
'l. 96 
7. 75 
7. 64 
n5s 
7. 31 
6. 64 
6. '27 
5. SI 
5. 60 

Pcr ccsf. Pcr cesf. 

Source: Ststf of the Jomt Coznmittee on Internal Revenue Taxation. 



TASLE XVII — A. — Con&parison of individual ineon&e tax under present law, under 
ti&e House btll and the Ilinance Cont»&ittee bill for persons ff5 years of age and 
over. 

SINGLE PERSON — NO DEPENDENTS. 

Ameunt of tsx. Tax reduction under— 

H. R. 4790. Amount. Per cent. 
Income aftor deduc- 

tions but before ex. 
empt&one. Present 

lsw, Ho&lee 
bill. 

Finance 
Committee 

bill. 
House 

bill. 
Finance 

Committee 
bilb 

House 
bill. 

I&'inanco 
Com- 

mittee 
bill. 

Pcr cent. Per cent. 
$500 
$600. - --- —---------- 
$?00 - ---- —--------- 
$800 
$900 . 
f1, 000 . 
$1, 200. 
$1, 500 
$1, 800 
$2, 000 
$2, 500 
$3, 000 
$4, 000. 
$5, 000 
$B, 000 
$8, 000 
$10, 000 
$12, 000 

, $1&&, 000 
'$20, 000 
$2o, 000 
$%, 000 
$50, 000 
$?0&000 
$100, 000 
$300, 000. 
$500, 000 
$1, 000, 000. 

$19. 00 
38. 00 
57. 00 
76. 00 
95. 00 

133. 00 
190. 00 
247. 00 
285. 00 
380. 00 
484. 50 
693. 50 
921. 50 

1, 168. 50 
1, ?19. 50 
2, 346. 50 
3, 049. 50 
4, 270. 25 
6, 645. 25 
9, 362. 25 

12, 264. 50 
25, 137. 00 
39, 643. 50 
G3, 540. 75 

234, 996. 76 
407, 896. 75 
840, 146. 75 

$39. 90 
79. 80 

106. 40 
193. 00 
273. 60 
437. 76 

S16. 24 
1, 288. 20 
1, 828. 56 
2, 437. 3'2 

3, 488. 97 
5, 583. 72 
7, 993. 11 

10, 587. 18 
22, 112. 58 
35, 132. 52 
5G, 586. 18 

210, 872. 64 
366, 482. 64 
755, 507. 64 

$49. 80 
99. 60 

132. 80 
21o. 80 
298. 80 
486. SS 
680. 48 
902. 24 

1, 388. 00 
1, 944. 16 
2, 570. 72 
3, 653. 12 
5, 809. 12 
8, 288. 9B 

10, 958. 88 
22, 821. 28 
3B& 221. 92 
58, 302. 88 

220, 402. 02 
384, 657. 02 
'&70, 000. 00 

$19, 00 
38. 00 
57. 00 
76. 00 
95. 00 

133. 00 
150. 10 
167. 20 
178. 60 
187. 00 
210. 90 
255. 74 
31B. 54 
352. 26 
431. 30 
517. 94 
612. 18 
781. 28 

1, 061. 53 
1, 369. 14 
1, 677. 32 
8, 024. 42 
4, 510. 98 
6, 954. 57 

24, 124. 11 
41, 414. 11 
84, 639. 11 

$19. 00 
38. 00 
57. 00 
76. 00 
95. 00 

133. 00 
140. 20 
147. 40 
152. 20 
164. 20 
185. 70 
206. 62 
241. 02 
266. 26 
331. 50 
402. 34 
478. 78 
617. 13 
836. 13 

1, 073. 29 
1, 305. 62 
2, 315. 72 
3, 421. 08 
5, 237. 87 

14, 594. 78 
Ã, 239. 73 
70& 146. 75 

100. 00 
100. 00 
100. 00 
100. 00 
100. 00 
100. 00 
79. 00 
67. 69 
62. 67 
49. 21 
43. 53 
36. 88 
34. 36 
30. 15 
25. 08 
22. 07 
20. 07 
18. 30 
15. 97 
14. 62 
13. 68 
12. 03 
11. 38 
10. 95 
10. 27 
10. 15 
10. 07 

100. 00 
100. 00 
100. 00 
100. 00 
100. 00 
100. 00 
73. 79 
59. 68 
53. 40 
43. 21 
38. 33 
29. 79 
26. 16 
22. 79 
19. 28 
17. 15 
15. 70 
14. 45 
12. 58 
11. 46 
10. 65 
9. 21 
8. 62 
8. 24 
6. 21 
5. 70 
8. 36 

Source: Staff of the Joint Committee on Internal Revenue Taxation. 
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TABLE XVII-B. — Comparison of indit'!idttal income tax under present late, a& 
ender FIoase bill and the Frinance Committee bill for persons 55 years of age 
and oper. 

MARRIED PERSONS (BOTH OVER 65) — NO DEPENDENTS. ! 

Amount of tax. Tax reduction under— 

Income aftor deduc- 
tions but before ex- 
etnptlons. Present 

law. 

H. R. 4790. 

House 
bill. 

Finance 
Committee 

hill. 

Amount 

House 
bill. 

Finer. ce 
Committee 

hiih 

House 
bilL 

Finance 
Co!n- 

mittes 
biiL 

Per cent 

1, 000 
1, 200 
1, 500 
1, 800 
2, 000 
2, 500 
3, 000 

$4, 000 
5, 000 

$6, 000 

10, 000 
12, 000 
15, 000 
20, 000 
25, 000 

$30, 000 
50, 000 
70, 000 
100, 000 

$300, 000 
500, 000 
1, 000, 000 

$38. 00 
95. 00 

152. 00 
190. 00 
288 00 
380. 00 
689. 00 
798. 00 

1, 045. 00 
1, 577. 00 
2, 185. 00 
2, 869. 00 
4, 047. 00 
6, 393. 50 
9, 082. 00 

11, 970. 00 
24, 795. 00 
39, 273. 00 
63, 127. 50 

234, 564. 50 
407, 464. 50 
839, 714. 50 

$13. 30 
79. 80 

212, 80 
386. 00 
547. 20 
875. 52 

1, 209. 92 
1, 632. 48 
2, 319. 90 
3, 657. 12 
5, 199. 54 
6', 977, 

' 
94 

15, 986. 22 
26' 567. 70 
44, 225. 16 

189, 226. 32 
343, 940. 28 
732, 965. 28 

$, 16. 60 
99. 60 

265. 60 
431. 60 
597. 60 
973. 76 

1, 300. 96 
1, 804. 48 
2p 612. 00 
3, 888. 32 
6, 475. 84 
7, 306. 24 

16 577 9 I 
27, 468. 80 
45, 642. 56 

195, 367. 36 
358, 676. 54 
769, 314. 04 

$38. 00 
95. 00 

152. 00 
190. 00 
271. 70 
300. 20 
876. 20 
412. 00 
497. 80 
701. 48 
975. 08 

1, 236. 52 
1, 727. 10 
2, 736. 38 
8, 882. 46 
4, 992. 06' 
8, 808. 78 

12, 705. 30 
18, 902. 34 
46, 338. 18 
63, 624. 22 

106, 749. 22 

$38. 00 
95. 00 

152. 00 
190. 00 
268. 40 
280. 40 
328. 40 
366. 40 
447. 46 
603. 24 
824. 04 

I, 064. 52 
I, 535. 00 
2, 505. 18 
8, 606. 16 
4, 663. 76 
8, 217. 08 

11, 804. 20 
17, 484. 94 
39, 197. 14 
48, 787. 96 
70, 40fL 46 

100. 00 
100. 00 
100. 00 
100. 00 
95. 33 
79. 00 
68. 87 
61. 63 
47. 64 
44. 48 
44. 63 
43. 10 
42. 68 
42. 80 
42. 75 
41. 70 
35. 53 
32. 35 

19. 33 
15. 59 
12. 71 

Psr cesf. 

100. 00 
100. 00 
100. 00 
100. 00 
94. 18 
73. 79 
54. 91 
45. 91 
42. 81 

37. 71 
37. 10 

. 39. 7i 
38. 96 
33. 14 
30. 06 
27. 70 
16. 71 
11. 97 
8. 33 

! Assumes all income earned by one spouse. 

Source: Staff of the Joint Committee on Internal Revenue Taxation. 



TJdtzz XVIII — A: — Comparison of atnount of spendable income after taxes under 
present lafo, and under the FIouse bill and the finance Committee bill. 

SINQLE PERSON — NO DEPENDENTS. 

Amount of spendable income under — Per cent of income after tax to 
income before tax. 

Income after deductions but before 
exemptions. 

$500. 
$600 
$700 
$750 

$900 
$1, 000 
$1, 200 
$1, 590 
'$1, 800 
$2, 000 
$2, 500 . 
$3, 000 
$4, 000 
$5, 000 
$6, 000. 
$7, 000 
$8, 000. . 
$9, 000 
$10, 000 
$11, 000 
$12, 000 
$13&000 
$14, 000 
$15, 000 . 
$25, 000 
$30, 000 
$40, 000 
$50, 000 
$60, 000 
$70, 000 . 
$80, 000 
$90, 000 
$100, 000 
$150, 000. 
$200, 000 

$750, 000 
$1, 000, 000 

Present 
law. 

$500 00 
581. 00 
662. 00 
702. 50 
743. 00 
824. 00 
905. 00 

1, 067. 00 
1, 310. 00 
1, M3. 00 
1, 715. 00 
2, 120. 00 
2, 515. 50 
3, 306. 50 
4, 078. 50 
4, 831. 50 
5, 565. 50 
6, 280. 50 
6, 976. 50 
7, 653. 50 
8, 311. 50 
8, 950. 50 
9, 565. 75 

10, 157. 25 
10, 729. 75 
13, 354. 75 
15, 637: 75 
17, 735. 50 
21, 574. 75 
24, 863. 00 
27, 752. 25 
30, 356. 50 
32, 675. 75 
34, 710. 00 
M, 459. 25 
44, 193. 75 
51, 448. 50 
5S, 228. 25 
65, 003. 25 
78, 553. 25 
92, 103. 25 

126, 978. 25 
159, 853. 25 

Bouse 
ML 

$500. 00 
600. 00 
686. 70 
730, 05 
773. 40 
860. 10 
946. 80 

1, 120. 20 
1, 380. 30 
1, 627. 00 
1, 787. 20 
2, 211. 20 
2, 629. 12 
3, 461. 92 
4, 272. GS 

6, 050. 38 
5, 814. 40 
6, 557. 90 
7, 287. 72 
7, 997. 02 
8, 692. 64 
9, 367. 74 

10, 025. 74 
10, 658. 09 
11, 276. 76 
14, 144. 39 
16, 704. 22 
19, 094. 76 
23, 556. 07 
27, 618. 06 
31, 120. 95 
34, 467. 34 
37, 557. 23 
40, 390. 62 
42, 967. 51 
54, 930. 27 
66, 460. 40 
77, 563. 03 
88, 660. 53 

110, 855. 53 
133, 050. 53 
188, 538. 03 
244, 025. 53 

Finance 
Commitiee 

bilL 

$500. 00 
600. 00 
683. 40 
72E 10 
766. 80 
850. 20 
933. 60 

1, 100. 40 
1, 350. 60 
1, 600. 80 
1, 767. 60 
2, 184. 60 
2, 590. 56 
3, 396. 96 
4, 189. 28 
4, 060. 48 
5, 717. 60 
6, 453. 60 
7, 175. 52 
7, 876. 32 
8, 563. 04 
9, 228. 64 
9, 876. 64 

10, 498. 24 
11, 105. 76 
13, 911. 04 
16, 399. 52 
18, 713. 76 
23, 013. 12 
26, 798. 56 
30, 214. 40 
33, 366. 24 
36 254 08 
38, 877. 92 
41, 237. 76 
51, 834. 39 
61, 227. 30 
70, 168. 97 
79, 105. 22 
96, 977. 72 

115, 000. 00 
172, 500. 00 
230, 000. 00 

Present 
law. 

Per cent. 
100. 00 
96. 83 
94. 57 
93. 67 
92. 88 
91. M 
90. 50 
SS. 92 
87. 33 
86. 28 
85. 76 
84. 80 
83. 50 
82. 66 
81. 67 
80. 53 
79. 61 
78. 51 
77. 52 
76. 54 
75. 66 
74. 59 
73. 58 
72. o5 
71. 53 
66. 77 
62. 65 
59. 12 
53. 94 
49. 73 
46. 25 
43. 37 
40. 84 
38. 57 
36. 46 
29. 46 
25. 72 
22. 09 
21. 67 
19. 64 
18. 42 
16. 80 
15. 99 

Bouse 
bill. 

Per cent. 
100. 00 
100. 00 
98. 10 
97. 34 
M. 68 
95. 57 
94. 68 
93. 35 
92. 02 
90. 39 
89. 36 
88. 45 
87. 64 
86. 55 
85 45 
84. 17 
83. 06 
81. 97 
80. 97 
79. 97 
79. 92 
78. 06 
77. 12 
76. 13 
75. 18 
70. 72 
66. 82 
63. 65 
58. 89 
55. 04 
51. 87 
49. 24 
46. 96 
44. 88 
42. 97 
36. 62 
33. 23 
31. 03 
29. 55 
27. 71 
26. 61 
25. 14 
24. 40 

Finance 
Commit- 
tee bilL 

Per cent. 
100. 00 
100. 00 
97. 63 
M. 68 
95. 85 
94. 47 
93. 36 
91. 70 
90. 64 
88. 93 
88. 38 
87. 38 
86. 36 
84. 92 
83. 79 
82. 67 
81. 68 
80. 67 
79. 73 
78. 76 
77. 85 
76. 91 
75. 97 
74. 99 
74. 04 
69. 56 
65. 60 
62. 38 
57. 53 
53. 60 
50. M 
47. 67 
45. 32 
43. 20 
41. 24 
34. 56 
30. 61 
28. 07 
26. 37 
24. 24 
23. 00 
23. 00 
23. 00 

Source: Staff of the Joint Committee on Internal Revenue Taxation, 



TASIE XVIII — B. — Comparison of antotent of spendable tneorne after taaes ttnder 
present late, and ender the Hotese bill and the E'tnance Cornrretttee btli. 

MARRIED PERSON — NO DEPENDENTS, ENTIRE iNCOME OE ONE SPOUSE. 

Amount of spendable income under— Per cent of incoMe after tax to 
income before tsx. 

Income after deductions but before 
exemptions. 

Present 
lsw. 

House 
bill. 

Finance 
Commfttee 

bill. 
Present 

law. 
House 
biff. 

Pin ance 
Commit- 
tee bai 

3 
3 
$ 

$ 
$ 

$ 
$ 
$ 

$ 

$ 
$ 

8 
8 
$ 
$ 
3 

$ 
3 
8 
8 

$ 
$ 
$ 
8 

1, 000 . 
1, 200 
1, 500 
1, 800 
2, 000 
2, 500 

$3, COO 

4, 000. 
5, 000 
6, 000 
7, 000 

$8, 000 
9, 000 
10, 000 
11, 000 
12, 000 
I 3. 000 
14, 000 
15, 000 
20, 000 
25, 000 
0, 000 

40, 000 
50, 000 
60, 000 
70, 000 
80. 000 
90, 000 
100, 000 
150, 000 
200&000 
250, 000 

$300, 000 
400, 000 
500&000 
750, 000 
1, 000, 000 

$1, 000. 00 
1, 162. 00 
1, 405. 00 
1, 648. 00 
1, 810. 00 
2, 215. 00 
2, 620. 00 
3, 411. 00 
4, 202. 00 
4, 955. 00 
5, 708. 00 
6, 423. 00 
7, 138. 00 
7, 815. 00 
8, 492. 00 
9, 131. 00 
9, 770. 00 

10, 361. M 
10, 953. 00 
13, 606. 50 
16, 918. 00 
18, 030. 00 
21, 902. 50 
26, 205. 00 
28, 108. 50 
30, 727. 00 
33, 060. M 
35, 109. 00 
36, 872. 50 
44, 616. 50 
51, 876. 00 
58, 66Q. 50 
65, 435. 50 
78, 985. 50 
92, 535. 50 

125, 410. 50 
160, 285. 50 

$1, 000. 00 
1, 200. 00 
1, 460. 10 
1, 720. 20 
1, 893. 60 
2, 327. 10 
2, 760. 60 
3, '574. 40 
4, 422. 40 
5, 258. 24 
6, 091. 04 
6, 923. 84 
'7, 756. 64 
8, 545. 36 
9, '323'. OB 

10, 100. 76 
10, 878. 46 
11, 628. 80 
12, 372. 30 
15, 994. 04 
19, 410. 58 
22, M3. 52 
28, 288. 78 
33, 408. 44 
38, 189. 52 
42, 765. 40 
47, 112. 14 
51, 192. 12 
55, 036. 12 
72, 039. 96 
85, 936. 02 
97, 908. 12 

109, 860. 54 
132, 920. 80 
155, 126. 06 
210, 613. 66 
266, 101. 06 

$1, 000. 00 
1, 200. 00 
1, 450. 20 
1, 700. 40 
1, 867. 20 
2, 284. 20 
2, 701. 20 
3, 635. 20 
4, 369. 20 
5, 181. 12 
6, 987. 52 
6, 793. 92 
7, 600. 32 
8, 378. 56 
9, 149. 76 
9, 920. 96 

10, 692. 16 
11, 435. 20 
12, 171. 20 
16, 752. 64 
19, 122. 88 
22, 211. 52 
27, 822. OS 
32, 799. 04 
37, 427. 52 
41, 844. 80 
46, 026. 24 
49, 933. 12 
53, 597. 12 
69, 636. 16 
82, 475. 62 
93, 336. 64 

103& 668. 78 
122, 454. 60 
140, 337. 94 
185, 019. 1S 
230, 000. 00 

Per cent. 
100. 00 
96. S3 
93. 67 
91. 56 
90. oo 
88. 60 
87. 33 
85. 28 
84. 04 
82. 5S 
81. 54 
80. 29 
79. 31 
78. 15 
77. 20 
76. 09 
75. 15 
74. 01 
73. 02 
68. 03 
63. 67 
60. 10 
54. 76 
50. 41 
46. 85 
43. 90 
41. 33 
39. 01 
36. 87 
29. 74 
25. 94 
23. 46 
21. 81 
19. 75 
18. 51 
16. 85 
16. 03 

Per cent. 
100. 00 
100. 00 
97. 34 
95. 57 
94. BS 
93. 08 
92. 02 
89. 36 
SS. 45 
87. 64 
87. 01 
86. 55 
86. 18 
85. 45 
84. 76 
84. 17 
83. 68 
SS. OS 
82. 48 
79. 97 
77. 64 
7o. 18 
70. 72 
66. 82 
63. 65 
61. 09 
58. 89 
56. 88 
55. 04 
48. 03 
42. 97 
39. 16 
36. 62 
33. 23 
31. 03 
28. 'OS 
26. 61 

Per cent, 
100. 00 
100. 00 
96. 68 
94. 47 
93. 86 
91. 37 
90. 04 
88. 38 
87. 88 
86. 35 
85. 54 
84. 92 
84. 45 
83. 79 
83. 18 
82. ST 
82. 25 
81. 68 
81. 14 
TS. 76 
76. 49 
T4. 04 
69. 56 
65. 50 

59. 78 
57. 53 

41. 24 
87, 33 
34. 56 
30. 61 
28. '07 

24. 67 
23. 00 

Source: Staff of the Joint Committee on Internal Revenue Taxation. 



TARLE XVIII — O. — Comparison of amount of spcndabte income after taxes under 
f]resent tata, and under House bitt and the Finance Committee bill. 

MARRIED PERSON — 2 DEPENDENTS — ENTIRE INCOME EARNED BY ONE SPOUSE. 

Amount of spendable income under— Per cent of income after tax to 
income before tax. 

Income after deductions but before 
exemptions. 

Present law. House bill 
Finance 

Committee 
bill. 

Present 
law. 

House 
bill. 

Finance 
Commit- 
tco bill. 

$2, 000 
$2, 500. 
$3, 000 
$4, 000 
$5, 000 
$6, 000 
$7, 000 
$8, 000 
$9, 000. 
$10, 000 . 
$]1, 000 
$12, 000 
$13, 000 
$14, 000 
$15, 006 
$20, 000 
$25, 900 
$30, 000 
$40, 000 
$50, 000 
$60, 000 
$70, 000 
$80, 000 
$90, 900 
$100, 000 
$150, 000 
$200, 000 
$250, 000 . . 
$300, 000 
$400, 000 
$500, 000 
$750, 000 
$], 000, 000 

$2, 000. 00 
2, 405. 00 
2, 810. 00 
3, 620. 00 
4, 411. 00 
5, 202. 00 
5, 955. 00 
6, 708. 00 
7, 423. 00 
8, 138. 00 
8, 815. 00 
9, 492. 00 

10, 131. 00 
10, 770. 00 
11& 361. 50 
14, 110. 00 
16, 478. 50 
18, 6]9. 00 
22, 558. OG 

25, 889. 00 
28, 821. 00 
31, 468. 00 
33, 830. 00 
35, 907. 00 
37, 699. 00 
45, 462. 00 
52, 731. 00 
59. 525. 00 
66;300. 00 
79, 850. 00 
93, 400. 00 

127, 275. 00 
161, 150. 00 

$2, 000. 00 
2, 486. 70 
2, 920. 20 
3, 787. 20 
4, 61 4. 00 
5, 452. 80 
6, 291. 68 
7, 124. 48 
7, 95. 28 
8, 790. 08 
9, 589. 82 

10. 367. 52 
11, 145. 22 
1], 922. 92 
12, 680. 10 
16, 342. 88 
19, SGO. 46 
23, ORX 06 
%, 832. 56 
34, 013. 78 
38, 825. 64 
43, 432. 30 
47, 820. 08 
51, 920. 58 
55, 774. 84 
72, 871. 02 
86. 827. 64 
98, 821. 18 

110, 773. 68 
133, 844. 20 
156, 059. 72 
211, 547. 22 
267( 034. 72 

$2, 000. 00 
2, 483. 40 
2, 900. 40 
3, 734. 40 
4, 568. 40 
5, 402. 40 
6, 219. 84 
7, 026. 24 
7, 832. 64 
8, 639. 04 
9, 424. 32 

10, 19a 52 
10, 966. 72 
11, 737. 92 
12, 488. 00 
1G, 111. 68 
19, 524. 16 
22, 6Q3. 76 
28, 38]. 76 
33, 422. 08 
38, 082. 24 
42, 531. 20 
46, 754. 88 
50 682. 88 
54, 357. 44 
70, 491. 52 
83, 394. 22 
94, 276. 48 

104, 632. 64 
123, 429. 30 
141, 323:46 
186, 004. 72 
230, 685. 96 

I'er cent. 
100. 00 
96. 20 
93. 66 
90. 50 
88. 22 
86. 70 
85. OT 
83. 85 
82. 48 
81. 38 
80. 14 
79. 10 
77. 93 
76. 93 
Ta 74 
70. 55 
65. 91 
62. 06 
56. '40 
51. 78 
48. 04 
44. 95 
42. 29 
39. 90 
37. 70 
30. 31 
26. 37 
SK 81 
22. 10 
19. 96 
18. 68 
16. QT 
16. 12 

Per cent. 
100. 00 
99. 47 
97. 34 
94. 68 
92. 28 
90. 88 
89. 88 
89. 06 
88. 41 
87. 90 
87. 18 
86. 40 
85. 73 
85. 16 
84. 53 
81. 71 
79. 20 
76. 74 
72. 08 
68. 03 
64. 71 
62. 05 
59. 78 
57. 69 
55. 77 
48. 58 
43. 41 
39. 53 
36. 92 
33. 46 
31. 21 
28. 21 
26. 70 

Per cent. 
100. 00 
99. 34 
96. GS 
93. 36 
91. 37 
90. 04 
88. 85 
87. 83 
87. 03 
86. 39 
85. '68 
84. 96 
84. 36 
83. 84 
83. 25 
80. ]i6 
78. 10 
76. 65 
70. 95 
66. 84 
63. 47 
60. 76 
58. 44 
Sa 31 
54. 36 
46. 99 
41. 70 
37. 71 
34. 88 
30. 86 
28. 26 
24. 80 
23. 07 

Source: Stss of the Joint Committee on Internal Revenue Taxation. 

'DETAILED DISCUSSION OF THE TECHNICAL PROVISIONS OF THE BILL. 

TITLE I. — INcoME TAx REDUcTIoN. 

SECTION 101. REDUCTION OF NORMAL TAX AND SURTAX 

Under existing law, the income tax on individuals is determined by first com- 
put'mg a tentative tax at the rates specified in sections. ll and 12 of the Internal 
Revenue Code and then reducing the tentative taxes by 5 per cent thereof. This 
section of the hill provides reductions in the normal tax and surtax on individuals 
by substituting a larger percentage reduction than 5 per cent of the tentative 
taxes. 

The percentage reduction plan under your committee bill differs in the amount 
of the reduction and in the width of the brackets as compared with the plan 
of the House bill. Under the bill as amended, three brackets instead of four 
are provided. The first bracket is $400 of aggregate tentative normal tax and 
tentative surtax and the "notch" for aggregate tentative taxes between $200 
and $270. 17 under the House bill is eliminated. The reductions of the ag regate 
of the tentative normal tax and the tentative surtax provided in this section of 
the bill as amended are as follow: 

(1) If the aggregate of the tentative tax is $400 or less, such aggregate is re- 
duced by 17 per cent thereof, a reduction of' 12. 6 per cent of the tax after the 5 
per cent reduction under existing law; 

f2) If the aggregate of the teni. ative taxes is in excess of $400 but not in excess 
of $100, 000, the first $400 thereof is reduced by 17 pcr cent (a 12. 6 per cent 
reduction of such portion of the ag rcgate of the tentative taxes after the 5 per 
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cent reduction under existing law) and the amount of such aggregate in excess 
of $400 aud not in excess of $100, 000 is reduced by 12 per cent, a 7. 4 per cent 
reduction of such portion after the 5 per cent reduction under existing law; 

(8) Ii' the aggregate of the tentative taxes is in excess of $100, 000, the first 
$100, 000 thereof is reduced by 12. 6 per cent (a 7. 4 per cent reduction of such 
portion oi the aggregate of the tentative taxes after the 5 per cent reduction 
under existing law) and the amount of such aggregate in excess of $100, 000 is 
reduced by 9. 75 per cent, a 5 per cent reduction of such portion after the 5 per cent 
reduction under existing law. 

These reductions are provided in section 12(c) of the Code as amended by the 
bill; the existing provisions of section 12(c) of the Code are amended and set 
forth in section 12 (g) (2) of the Code, as provided in section 104 of the bill. 

Existing law (section 12(g) of the Code) provides, as an over-all limitation 
upon the combined normal tax and surtax in the case oi' individuals, that such 
combined tax shall not exceed 85+2 per cent of the net income of the taxpayer. 
The bill inserts such a limitation into section 12(c) of the Code, as amended, 
substituting 77 per cent for the present percentage figure in order to conform 
with the reduction in tax above described. 

SECTION 102. REDUCTION IN SUPPLEMENT T TB;X. 

This section is a cross-reference to section 401 of the bill, which amends section 
400 of the Code, relating to the tax under Supplement T of individuals with 
adjusted gross incomes of less than $5, 000. Reductions in such tax are provided 
under Supplement T corresponding to the reductions provided by section 101 of 
the bill for taxpayers computing their tax under sections 11 and 12 of the Code. 

SECTION 103. INCOME OF HUSBAND AND WIFE. 

This section is a cross-reference to section 801 of the bill, which provides for 
the determination of the combined normal tax and surtax in the case of a joint 
return of husband and wife (the so-called splitting of income provisions). 

SECTION 104. TECHNIC~ aMENDMENTS. 

This section of the bill provides various technical amendments. 
In view of the fact that there are certain provisions of the Code, such as 

sections 105 and 106 which make it necessary to determine the surtax separately 
from the normal tax, section 12(f) of the Code, as amended by the bill, provides 
a special rule for making such computations. Under this rule the surtax shall 
be an amount which is the same proportion of the combined normal tax and 
surtax as the tentative surtax is of the aggregate of the tentative normal tax 
and tentative surtax. 

SECTION 103. TEXTILE YE~8 To WIIICII AMENDMENTS APPLICABLE. 

This section provides that the amendments made by this title of the bill shall 
be applicable with respect to taxable years beginning after December 81, 1947. 
Special provision is made in section 601 of the bill for ta. xable years beginning 
in 1947 and ending in 1948. 

TITLE II. — CREDITS AGMNsT NET INcoME FQR NORMm T~ END SUET~ 

SECTION 201. ADDITIONAL CREDITS BGMNST NET INCOME FOR NORMAL TKX AND SURTAX 

This section amends section 25(b) of the Code, relating to exemptions allowed 
as credits for both normal tax and surtax. The amendments deal with the 
following credits: 

(A) The so-called personal exemption. 
(B). Old-age exemption. 
(C) Exemption for the blind. 
(D) The exemption for each dependent. 

Subparagraph (A) of section 25 (b) (1) of the Code, as amended by this section 
of the bill, replaces subparagraphs (A) and (B) of. Section 25(b) (1) of existing 
law. The existing law provides a personal exemption of $500 for the taxpaver 
and a personal exemption of $500 for the spouse of the taxpayer. The $500 ex- 
emption for the spouse of the taxpayer is allowed if a joint return is made by the 
taxpayer and his spouse under section 51 (in which case the aggregate exemption 
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of the spouses is $1, 000 under existing law) or a separate returu is made by the 
taxpayer and his spouse has no gross income for the calendar year in which the 
taxable vear of the taxpayer begins and is not the dependent of another taxpayer. 
Section 25(b) (1) (A), as proposed to be amended, provides a personal exemption 
of $600 for the taxpayer. It also provides an additional exemption to the taxpayer 
of $600 for his spouse, if a separate' return is made by the taxpayer, and if the 
spouse, for the calendar year in which the taxable year of' the taxpayer begins, 
lias no gross incoiue and is not the dependent of another taxpayer. Your coin- 
mittee considered it unnecessary to provide specifically for the personal exemp- 
tions for husband and wife on a joint return since, in the case of a joint return 
there are two taxpayers (although under section 51(b) of the Code there is 
only one income for the two taxpayers on the joint return — i. e. , their aggregate 
income). Inasmuch as section 25(b) (1) (A) of the Code, as amended in the 
bill, provides an exemption of $600 for the taxpayer, on a joint return two ex- 
emptions are allowed, one for each taxpayer spouse, just as under existing law. 
Thus, under the bill, on a joint return the aggregate of the personal exemption 
for the spouses shall be $1, 200. 

Section 25(b) (1) (A), as amended by the bill, continues in clarified form the 
rule of existing law (section 25(b) (1) (B) (ii) ) under which the taxpayer is 
allowed the exemption for his spouse, if a separate return is made by the tax- 
payer, only if the spouse, for the calendar year in which the taxable year of the 
taxpayer begins, has no gross i~come and is not the dependent of another tax- 
payer, Thus, a taxpayer who makes his returns for a fiscal year ending June 
60 may, under existing law and under section 25(b) (1) (A), as amended, take an 
exemption for his spouse only if such spouse has no gross incoine for the calendar 
year in which begins the taxable year of the taxpayer beginning ou July 1, and is 
not for such calendar year the dependent of another taxpayer. 

Section 25(b) (1) (B) of the Code, as amended by this section of the bill, pro- 
vides an additional exemption of $600 for the taxpayer if he has attained tlie 
age of 65 before the close of his taxable year. An additional exemption of $600 
is allowed to the taxpayer for his spouse if a separate return is made by the tax- 
payer and if the spouse has attained the age of 65 before the close of such taxable 
Year, and, for the calendar year in which the taxable year of the taxpayer begins, 
the spouse has no gross income and is not the dependent oi another taxpayer. 
If a husband and wife make a joint return an old-age exemption of $600 will be 
allowed as to each taxpayer spouse who has attained the age of 65 before tiie 
close of the taxable year for which the joint return is made. The exeinption 
itnder section 25 (b) (1) (B) is in addition to the personal exemption under section 
25(b) (1) (A). 

In determining the age of an individual 1' or the purposes of the exemption for 
old age, the last day of the taxable year of the taxpayer is the controlling date. 
Thus, in the event of a separate return by a husband no additional exemption for 
old age may be claimed for his spouse unless such spouse has attained the age of 
65 on or before the close of the taxable year of the husband. In no event shall 
the additional exemption for old age be allowed on a separate return of the tax- 
payer with respect to a spouse who dies before attaining the age of 65 even though 
such spouse would have attained the age of 6o before the close of the taxable 
Year of the taxpaver. For the purposes of the old-age exemption, an individual 
attains the sge of 65 on the first moment of the day preceding his sixty-fifth birth- 
day. Accordingly, an individual whose sixty-fifth birthday falls on January 1 
in a given year attains the age of 65 on the last day of the calendar year immedi- 
ately preceding. 

Section 25(b) (1) (C) of the Code, as added by the bill, provides an additional 
exemption of $600 for the blind. This exemption will replace the special deduc- 
tion for blind individuals now provided in section 26(y) of the Code. The present 
deduction is $500. The exemption provided for the blind under the bill is $600 
for the taxpayer and $600 for the spouse of the taxpayer if a separate return is 
made by the taxpayer and if the spouse is blind. Under the bill as introduced 
the blind exemption was not allowed with respect to a person entitled to the old- 
age exemption. The committee amendments remove this limitation so that the 
exemption for the blind under section 25(b) (1) (C) is allowed with respect to a 
blind person although he lias attained the age of 65 (ln addition to the old-age 
exemption with respect to such person). The blind exemption for the spouse 
of. the taxpayer is allowed the taxpaver only if, for the calendar year in which 
the taxable year of ihe taxpayer begins, such spouse has no gross income and 
is not the dependent of anotlier taxpayer. If a husband and wife make a joint 
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return an exemption of, '$600 for the blind will be allowed as to each taxpayer 
spouse who is blind at the close of the ta~able year for which the joint return is 
made. 

The determination of whether the taxpayer is blind is made as of the close of 
his taxable year. The determination of whether the spouse of the taxpayer 
is blind (for the purpose of the taxpayer's taking the blind exemption with respect 
to such spouse when the taxpaver files a separate return) shall be made as of the 
close of the taxable vear of the taxpayer, unless the spouse dies during such tax- 
able year, in which case such determination shall be made as of the time of such 
death, It should be noted that the date for determining whether an individual 
is blind differs from that prescriihed in section 23(y), which now provides the 
special deduction for blind individuals and which is repealed by section 202(e) 
of the bill. Under section 23(y) the status of an individual for the purpose pf 
the blind deduction is determined as of July 1 of the taxable year unless. the 
taxable year does not include Zuly 1, in which case such status is determined as 
of the last day of the taxable year. The definition of an individual who is blind 
now contained in section 28(y) of the Code is retained for the purposes of the 
exemption under section 25(b) (1) (G), with only a formal modification in the 
introductory clause. 

Section 25(b) (1) (D) of the Code, as added by the bill, corresponds to section 
2o(b) (1) (C); under existing law, and relates to the exemption for a dependent 
of the taxpayer. Section 25(b) (1) (D) increases the exemption for each de- 

pendent from $500, under existing law, to $600, but continues to limit the ex- 
emption for dependents to dependents whose gross income for the calendar 
year in which the taxable year of the taxpayer begins is less than $500. 

Section 25(b) (2) of the Code, as amended by this section of the bill, corre- 
sponds to section 25(b) (2) of existing law and relates to the determination oi 
marital status for the purposes of the credits provided with respect to a spouse 
in section 25(b). Section 25(b) (2) provides two rules. The first rule is that 
the determination of whether an individual is married is to be made as of the 
close of his taxable year, unless his spouse dies during the taxable year of such 
individual, in which ease such determination shall be made as of-the time of 
such death. This rule is, in substance, the same as that provided for in existing 
law for the purposes of section 25(b). The second rule is that an individual 
legally separated (although not absolutely divorced) from his spouse under a 
decree of divorce or of separate maintenance shall not be considered as mar- 
ried. Similar rules for the determination of status are provided in section 
23(aa) (6) of the Code (as added by section 802(c) of the bill), relating to the 
standard deduction, and in section 51(b) (5) of the Code (as added by section 
808 of the bill) relating to joint returns. A uniform construction of all these 
provisions is intended. The rule with respect to the marital status of an in- 
dividual legally separated from his spouse under a decree of divorce or of 
separate maintenance is derived from a corresponding provision in section 
22(k) of the Code, relating to the tax treatment of alimony and like payments. 

The new exemptions provided in section 25(b) (1) (B) and (C) of the Code, 
as amended by section 201 of the bill, do not apply to a nonresident alien who 
is not a resident of a contiguous country, to a citizen of the United States who 
is entitled to the benefits of section 251 of the Code relating to income from 
sources within possessions of the United States, or to a citizen of a possession of 
the United States (other than the Virgin Islands) not otherwise a citizen of 
the United States and not a resident of the United States. 

BKCTION 202. TECHNICAL AlXKNDMKNTS. 

This section of the bill contains various technical amendments made necessary 
by the additional credits provided under section 25(b) of the Code by section 
201 of the bill. Section 58(a) of the Code relating to the requirement of -declara- 
tion of estimated tax is amended. Existing law requires a declaration of esti- 
mated tax if the taxpayer's gross income from wages. subject to withholding 
may be expected to exceed $5, 000, plus $500 for each exemption to which he is 
entitled, except his own exemption. The bill amends section 58(a) (1) to give 
effect to the additional exemptions provided in the bill. Under the amendment 
a declaration will be required if the anticipated wages exceed $4, 500, plus $600 
for each exemption to which the taxpayer is entitled. Under existing law, a 
single person who has no dependents and is under 65 years of age and who derives 
his incoine solely from wages subject to withholding is. required to file a declara- 
tion if his anticipated wages for the calendar year exceed $5, 000. . Under the 
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amendment such a person is required to file a declaration if his anticipated 
wages for the calendar year exceed $5, 100 ($4500, plus $600 for his own ex- 
emption). Under the amendment, if the same individual is over the age of 05 
the declaration would not be required unless his anticipated wages for the cal- 
endar year exceed $5, 700 ($1, 500, plus $600 for his own exemption plus $600 for 
his old-age exemption). Similarly, under existing law, a single person unrler 
the age of 65 who has one dependent is not required to file a declaration unless 
his anticipated iva es exceed $5, 500 ($5, 000, plus $500 ior the dependent). Umler 
the amendment, such a single person under the age of 65 with one dependent is 
not required to file a declaration unless his anticipated wages exceed $5, 700 
($4, 500 plus $600 for his own exemption plus $600 for his dependent). 

Section 56(a) (2) of the Code requires a declaration of estimated tax in the 
case of an individual whose gross income from sources other than wages can 
reasonably be expected to exceed $100 for the taxable year and his gross income 
to be $500 or more. In accordance with the increase in exemptions for individ- 
uals provided in section 2o(b) (1) (A) of the bill, the amount of $500 under this 
requirement of an estimate is increased to $600. 

Subsection (b) of section 202 of the bill provides technical amendments with 
respect to the withholding exemption necessary by reason of the additional 
credits provided in section 25(b) of the Code as amended by the bill. Section 
1622(h) (1) of the Code, relating to withholding exemptions, is amended, The 
amendment continues the present provision for an exemption for the employee. 
The amendment adds in section 1622(h) (1) (B) and (C) additional exemp- 
tions corresponding to the exemption under section 25(b) (1) (B) (i), relating to 
old age, and the exemption under section 25(b) (1) (C) (i), relating to the blind. 
Each such additional withholding exemption is allowed to the employee if on 
the basis of facts existing at' the beginning of any day for which the exemptions 
are being determined there may reasonably be expected to be allowable to him 
the corresponding exemption under section 25(b) for the taxable year under 
Chapter 1 in respect of which amounts deducted and withheld in the calendar 
year in which such day falls are allowed as a credit. Section 1622(h) (1) (D) 
corresponds to section 1622(h) (1) (B) of. existing law under the Code. It pro- 
vides that if the employee is married, the employee is entitled to any 
exemption to which his spouse is entitled, or would be entitled, if such spouse 
were an employee, receiving wages, under subparagraph (A), (B), or (C) of sec- 
tion 1622(h) (1), but only if such spouse does not have in effect a withholding 
exemption certificate claiming such exemption. If both husband and wife are 
employees receiving wages subject to withholding and tlie wife is over the age of 
65 and has in effect a withholding exemption certificate, claiming only one ex- 
emption, then her husband may claim one exemption for her on his certificate, 

Section 1622(h) (1) (E) of the Code, under the. . bill, relates to the withholding 
exemption for dependents and is the 'same, except for a clerical change, as sec- 
tion 1622(h) (1) (C) of the Code under existing law. 

Paragraph 2 of section 202(b) of the bill provides a special status-determina- 
tion date for the purpose of giving effect to the increased exemptions provided 
under section 1622(h) (1) with respect to withholding by employers. Under 
existing law (section 1622(h) (8) (B) ), a withholding exemption certificate fur- 
nished the employer in a case in which a previous such certificate is in effect takes 
effect with respect to the first payment of wages made on or after the first " status 
determination date" which occurs at least 30 days from the date on which such 
certificate is so furnished (unless the employer elects to make the certification 
effective at an earlier date aftei the furnishing of such certificate). Under ex- 
isting law, the "status determination date" is Sanuary 1 or Inly 1 of each 
year. In order to mal-e the increased ivithholding exemptions provided for 
under the bill effective as soon as possible (consistent with the allowance of 
sufficient time to provide for the distribution of withholding exemption cer- 
tificates and the filing thereof by employees), the bill provides in section 202 
(b) (2) that for the purpose of section 1622(h) (8) (B) the term "status deter- 
mination date" includes also the ninetieth day after the date of enactment oi 
the bill. 

Section 202(c) of the bill provides technical amendments relating to return 
requirements in order to conform to the increase in the individual exemption from 
$500 to $600. Section 51(a) (1) of the Code is amended to increase the amount of 
gross income for a taxable year necessary before a return is required from $500 
to $600. Section 142(a) of the Code is amended to provide a corresponding in- 
crease where under existing law a fiduciary return is required to be filed where 
the gross income is $500 or over. Section 147(a) of the Code is amended to 
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increase from $500 to $600 the minimum amount of payments which will make 
necessary the filing of an information return. Section 168(a) (1) of the Code 
is amended so as to increase the credit against net income of an estate (corre- 
sponding to the personal exemption) from $500 to $600. 

SECTION 203. TAXABLE YEARS TO WHICH AMENDMENTS APPLICABLE. 

The amendments made by this title of your committee bill are applicable wit)1 
respect to taxable years beginning after December 81, 1947. A special rule with 
respect to taxable years beginning in 1947 and ending in 1948 is provided in 
section 601 of the bill. 

TITLE III. — HUSBAND AND WIFE. 

PAIIT I. — INCOME TAX. 

SECTION 301. SPLITTING OF INCO3IE. 

This seci. ion amends section 12 of the Code, relating to surta~ on individuals, 
by adding a new subsection (d) which provides for computation of tax under the 
plan for the so-called income splitting between husband and wife. This subsec- 
tion applies only if a joint return for the taxable year involved is made as pro- 
vided under section 51(b) of the Code as amended by the bill. Under the provi- 
sions of section 12(d), the combined normal tax and surtax under section 11 and 
section 12(b) of the Code in the case of the husband and wife making the joint 
return shall be twice the combined normal tax and surtax that would be deter- 
n1ined if the net income and the applicable credits provided by section 25 of the 
Code were reduced by one-half. 

It is contemplated that under this provision the gross income and adjusted 
gross income of husband and wife on the joint return will be computed by the 
same method as under existing law (that is, in an aggregate amount), and that 
the deductions allowed and the net income will likewise be computed on an aggre- 
gate basis. Deductions limited to a percentage of the adjusted gross income, 
such as the deduction for charitable contributions under section 26(o), will be 
allowed with reference to such aggregate adjusted gross income. Similarly, in 
the case of a joint return, losses of husband and wife from sales or exchanges of 
capital assets are combined and such combined losses are allowed under section 
117(d) (2) only to the extent of the combined gains of the spouses from suchsales 
or exchanges, plus the net income or $1, 000 whichever is smaller. The "net 
income" referred to in section 117(d) (2) is the net income computed' before 
reduction by one-half for the purposes of income splitting and is such net income 
computed without regard to gains and losses from sales or exchanges of capital 
assets. Although there are two taxpayers on a joint return, there is only one 
net income. 

The method of computing, under section 12(d), the tax of husband and wife, 
in the case of a joint return, is as follows: 

First, the net income and applicable credits against net income are reduced by 
one-half. Second, the tentative normal tax and tentative surtax are determined 
as provided in section 11 and section 12(b), by using the net income and appli- 
cable credits so reduced. Third, the tentative normal tax and tentative surtax so 
determined are aggregated and this aggregate tentative tax is then reduced as 
provided in section 12(c). Fourth, this reduced aggregate, which is the com- 
bined normal tax and surtax that would be determined if the net income and the 
applicable credits against net income provided by section 25 were reduced by one- 
half, is then multiplied by 2, to produce the tax imposed in t' he case of the joint 
return. 

The limitation (very rarely applicable) under section 12(c) of the combined 
normal tax and surtax to an amount not in excess of 77 per cent of the net income 
is to be applied before the fourth step above, that is, the limitation is to be ap- 
plied upon the combined normal tax and surtax determined under section 12(c) 
as 77 per cent of one-half of the net income (such one-half of the net income 
being the actual aggregate net income of the spouses reduced by one-half). After 
such limitation is applied, then the combined normal tax and surtax so limited 
is multiplied by 2, as provided in section 12(d). 

The application of section 12(d) is illustrated by the following example in 
which H is used to refer to the husband and W is used to refer to his wife with 
whom a joint return is filed for the calendar year 1948. H has a salary of $8, 000 
for 1948 and pays during 1948 local property taxes on his residence in the amount 
of $100 and medical expenses for himself and W in the amount of $700. W has 



$3, 000. 00 
2, 000. 00 

income for 1948 from dividends of $2, 000 and during 1948 makes gifts to chari- 
table organizations (described in section 28(o) of the Code) in the amount of 
$1, 600. H and %V are not entitled to any exemptions other than the personal 
exemption of each. The tax on the joint return of H and W for 1948 is $1, 244. 80, 
determined as follows: 

1. Salary 
2. Other income 

3. Adjusted gross income 
4. Deductions: 

(o) Charitable contributions (limited to 15 per cent of 
adjusted gross income) 

(b) Taxes 
(c) Medical expenses (in excess of 5 per. cent of adjusted 

gross income (section 28(x) of the Code); excess 
of $700 over 5 per cent of $10, 000) 

10 000 00 

$1, 500 
100 

200 
1, 800. 00 

5. Net income 8, 200. 00 
6, Net income reduced by one-half 4, 100. 00 
7. Credits against net income under section 25 (2 personal exemptions 

under section 25(b) (1) (A) of the Code as amended in this bill) 1, 200, 00 
3. Credits in item 7 reduced by one-half 600. 00 
9. Net income reduced by one-half (item 6) minus credits reduced 

by one-half (item 8) 8, 500. 00 
10. Tentative normal tax computed under section 11 of Code on ainount 

in item 9 (8 per cent of $8, 500) j. 05. 00 
11. Tentative surtax computed under section 12(b) of the Code on 

amount in item 9 ($840 plus 19 per cent of excess of $8, i00 
over $2, 000) 625. 00 

12. Aggregate of the tentative normal tax and tentative surtax 780. 00 
18. Combined normal tax and surtax determined under section 12 (c) 

of the Code ($780 reduced by $68 plus 12 per cent of t' he excess. 
of $780 over $400) 622. 40 

14. Twice the combined normal tax and surtax determined in item 13 1, 244. 30 
If the alternative tax is computed under section 117(c) (2) of the Code, re- 

lating to the alternative tax where a taxpayer (other than a corporation) has 
a net long-term capital gain in excess of a net short-term capital loss, the partial 
tax shall be computed under sections 11 and 12 as stated above but without 
inciusion of such excess in net income, . and: the total tax shall be such partial 
tax plus 50 per cent of such excess as provided in section 117(c) (2). 

Ii the husband and wife making a joint return elect to pay the tax under 
Supplement T of the Code, the tax on the joint return is computed as provided 
in section 400 of the Code, as amended in Title IV of this bill. These provisions 
are discussed hereinafter. 

SECTiON 302. STANDARD DEDVCTION, 

This section pr'ovides for amendments to section 28(aa) of the Code, relating 
to the standard deduction. Section 23(aa) (1) (A) of the Code is amended tr& 

increase the standard deduction'where the adjusted gross income is $5, 000 nr 
more in case of a joint return by husband and wife and in the case of a return 
by an unmarried person. In such cases under the amendment the standard 
deduction shall be $1, 000 or an amount equal to 10 per cent of the adjusted gross 
income whichever is the lesser. The increase in the deduction does not apply 
in the case of a separate return by a married individual, in which case thc maxi- 
mum standard deduci. ion remains at $500 as under existing law. In the case 
of a joint return, as u~der existing law, there is only one adjusted gross in- 
come and only one standard deduction. For example, if a husband has an in- 
come of $15, 000 and the spouse has an income of $12, 000 for the taxable year 
for which they file a joint return, and they have no deductions allowable for 
the purposes of computing adjusted gross income, the adjusted gross income is 
$27, 000, and the standard deduction allowable on such return is $1, 000 (and 
not $2, 000). 

Under subsections (b) and (c) of section 302 of the bill section 23(aa) (4) 
of the Code is separated into two paragraphs, namely, (4) snd (6). The Dew 
paragraph (4) requires both husband and wife to itemize their deductions, rather 
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than to take the standard deduction, if one of them so itemizes. This is the 
same rule as contained in the first sentence of the present provisions of section 
28(aa) (4), except that under the existing law this rule applies only if the hus- 
band and wife are living together. 

The new paragraph (6) contains provisions substantially the same as those 
contained in the last sentence of section 28(aa) (4) of existing law relating to 
the determination of the status of individuals as husband and wife. Under this 
paragraph the determination of whether an individual is married is made, for tbe 
purpose of the allowance of the standard deduction, as of the close of his taxable 
year, unless his spouse dies during his taxable year, in which case the determina- 
tion is ma. de as of the time of such death. The new paragraph (6) also provides 
that for the purpose of the allowance of the standard deduction, an individual 
legally separated (although not absolutely divorced) from his spouse under a 
decree of divorce or separate maintenance shall not be considered married. 
This is the same test as is provided in section 22(k) of the Code, relating to ah 
mony and like payments, where spouses are legally separated or divorced. This 
provision is also intended to apply the same test as is provided in section 51(b) 
of the Code, as proposed to be amended by section 308 of the bill, so that the 
determination of married individuals will be the same for the purpose of tbe 
standard deduction as for the purpose of eligibility to make a joint return. 

SECTION 303. JOINT EETCBNS OF 3XUSBAND SND WIFE 

This section provides for an extensive revision of section 51(b) of the Code, 
relating to joint returns by husband and wife, to reiiect changes necessary under 
the so-called split-income plan. As under existing law, a, joint return may not 
be made by a husband and wife for a. taxable year if a separate return has been 
filed by one of the spouses and the time for filing the return of such spouse 
has expired. Similarly, if a joint return was filed, separate returns may not 
be made by the spouses after the time for filing the return of-either has expired. 
Under the bill, however, in certain circumstances, an executor may make a late 
separate return for a deceased spouse after the surviving spouse has made a 
timely joint return for himself and the deceased spouse. This exception to the 
above general rule is provided in section 51(b) (4) of the Code, as proposed to 
be added by this section of the bill, and is further discussed hereinafter. 

Paragraph (1) of section 51(b), as proposed to be amended, contains the exist- 
ing general provisions which permit the making of a joint return and pro- 
vides that on such return the tax shall be computed on the aggregate income 
and the liability with respect to the tax shall be joint and several. 

Paragraph (2), of section 51(b) as proposed to be amended, provides that no 
joint return may be made if either the husband or wife at any time during the 
taxable year is a nonresident alien. This provision is the same as that now con- 
tained in section 51(b) of the Code with the addition of. the phrase "at any time. " 
The addition is a clarification which represents the uniform construction of the 
existing law. 

Paragraph (8) of section 51(b) continues the existing provision that no joint 
return shall be made if the husband and wife have different taxable years but 
makes an important exception in the case of spouses whose taxable years begin on 
the same day and end on different days because of the death of either or both. 
Under section 47(g) of the Code the taxable year of a taxpayer closes as of the 
date of his death. The exception thus is intended to apply where, but for the 
death of either or both spouses, the taxable years of the spouses would be the 
same. In such a case, it is proposed to allow a joint return to be made with 
respect to the taxable year of each spouse. This provision is designed to prevent 
spouses being denied the privilege of making a joint return by- reason of the death 
of one spouse during the taxable year. A joint return may not be made for a 
decedent spouse and the survivor for any taxable year of the survivor beginning 
after the death of the decedent spouse. 

The provision allowing a joint return to be made for the taxable year in which 
the death of either or both spouses occurs is subject to two exceptions, in the case 
of each of which the general rule will continue to apply, namely, that the joint 
return can not be made by the husband and wife because they have different 
taxable years. The first exception is that if the surviving spouse remarried 
before the close of his taxable year, he may not make a joint return with the first 
spouse who died during the taxable year. In such a case, however, the surviving 
spouse may make a joint return with his new spouse provided that the other 
requirements of section 51(b) are met. The second exception is that the surviv- 
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ing spouse also may not make a joint return with the deceased spouse if the 
taxable year of either spouse is a fractional part of a vear under section 47(a) of 
the Code, relating to change of accounting period. For example, if a husband 
and wife make their returns on the calendar year basis and the wife dies on 
~Iarch 1, 1948, and thereafter the husband receives permission to change his 
accounting period to a fiscal year beginning July 1, 1948, no joint return may be 
made for the short taxable year ending June 80, 1948. Similarly, if a husband and 
wife who make their returns on a calendar year basis receive permission to 
change to a fiscal year beginning July 1, 1948, and the wife dies on June 1, 1948, 
no joint return mav be made for the fiscal year ending June 80, 1948. 

Paragraph (4), of section 81(b) as proposed to be amended, provides for the 
method of making a joint return after the death of a spouse. This paragraph 
applies not only in those cases in which the death of one spouse closes his 'caxaoie 
year but also in those cases in which one spouse di~ after the close of his taxable 
year but before his return is filed. The general rule provided in such paragraph 
(4) is that, in the case of the death of one spouse, or of both spouses, the joint 
return with respect to the decedent may be made only by his, executor or adniinis- 
trator. By this is meant the person or persons who are actually appointed execu- 
tor or administrator and not merely a person who may be in charge of the property 
of the decedent. An exception is made from this general rule whereby, in the 
case of the death of one spouse, the joint return may be made by the surviving 
spouse with respect to b'oth himself and the decedent if all the folloiving condi- 
tions exist: 

(A) No return has been made by the decedent i' or the taxable year iu 
respect of which the joint return is made. 

(B) No executor or administrator has been appointed at or before the time 
of the making of such joint return. 

(C) No executor or administrator is appointed before the last day pre- 
scribed by law for filing the return of the surviving spouse. 

These conditions are to be applied with respect to the return for each of the 
taxable years of the decedent for which a joint return may be made if more than 
one such taxable year is involved. Thus, in the case of husband and wife on the 
calenfiar year basis, if the wife dies in January, 1049, a joint return for the hus- 
band and wife for 1948 may be made if the conditions set forth above are satisfied 
with respect to such return. A joint return may also be made by the survivor 
for both himself and the deceased spouse for the calendar year 1949 if it is 
separately determined that the conditions set forth above are satisfied with 
respect to the return for such year. In determining whether an execiitor or 
administrator is appointed before the last date prescribed by law for filing the 
return of the surviving spouse, an extension of time for making the return is 
intended to be included. 

The condition set forth in (A) above is designed to prevent a joint return being 
made by the survivor for himself and the deceased spouse where the deceased 
spouse had already made a separate return for the taxable year, for which the 
joint return is sought to be made. Thus, if, in the case of a spouse ivho died 
in Februarv, 1949, such spouse had made prior to her death a separate return for 
1948 (either on a Forin XV — 9 or Form 1040) or had made a joint return with her 
spouse for 1948, the surviving spouse may not thereafter make a joint return for 
himself and the deceased spouse i' or 1948. If an executor or administrator has 
been appointed within the time provided in (B) and (C) of section o1(b) (4), 
the surviving spouse can not make a joint return for himself and the deceased 
spouse whether or not a separate return for the deceased spouse is made by such 
executor or administrator, for, at that time, the joint return, if one is to be 
made for the deceased spouse, must be made by the executor or administrator. 

If the surviving spouse makes the joint return provided for above, and there- 
after an executor or iidministrator of the decedent is appointed, tlie executor 
or administrator (in order to relieve the decedent's estate from joint and 
sevei'al liability for the whole tax, or for any other reason) may disafiirm such 
joint return. This disaffirmance, in order to be effective, must be made within 
one year after the last day prescribed by law for filing the return of the sur- 
viving spouse including any extension thereof) and must be made in the forin 
of a separate return for the taxable year of the decedent with respect to which 
the joint return was made. In the event of such proper disaffirmance, thb return 
made by the survivor shall constitute his separate return, that is, the joint 
return made by him shall be treated as his return and the tax thereon shall 
be computed by excluding all items properly i~eludible in the return of the 
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deceased spouse. The separate return made by the executor or administrator 
shall constitute the return of the deceased spouse for the taxable year. The 
time allowed the executor or administrator to disaifirm the joint return by the 
making of a separate return is not intended to establish a new due date for the 
return of the deceased spouse. Accordingly, the provisions of sections 291 
and 294 of the Code relating to delinquent returns and delinquency. in payment 
of tax will be applicable to such return made by the executor in disaifirmance of 
the joint return. 

Paragraph (5), of section 51(b) as amended in the bill, provides for the deter- 
minatiou of status of individuals for the purpose of making joint returns. 
accordance with the extension of the joint return privilege to cases in which 
spouse died during the taxable year, the status determination of individuals as 
husband and wife in such a case is to be made as oi the time of the death of 
such spouse. In this and in other respects the determination of status for the . 

purpose of section 51 is the same as that provided under section 28(aa) (6), as 
added by section 802 of the bill with respect to the allowance of the standard 
deduction, except that the determination of status applies under section 51 only 
where iwo individuals have taxable years beginning on the same day. 

Paragraph (6), of section 51(b), as amended in the bill, contains cross 
references to section 12(d) of the Code and to section 400 of the Code. 

SECTION 304. DEDUCTIONS BOB MEDICAL EXPENSES. 

This section amends section 28 (x) of the Code, rela, ting to deduction for medical 
expenses. Under existing law the maximum deduction is $1, 250 for the taxable 
year if only one exemption is allowed uuder section 25(b), and $2, 500 if more 
than one exemption is allowed. Under the proposed amendment these limi- 
tations will still be applicable in the case of separate returns. The limitations 
will also be applicable in the case of joint returns where there are not more than 
two exemptions, but if, in the ease of a joint return, there are three exemptions 
allowed, the maximum deduction shall be $3, 750, and if, in the case of a joint 
return, there are four or more exemptions allowed, the maximum deduction shall 
be $5, 000. The exemptions referred to do not include exemptions allowed. under 
section 2O(b) (1) (B) or (C), relating to the exemptions for individuals who 
have attained the age of 65 and for blind individuals. As under existing law the 
deduction is allowed for medical expenses under section 28 (x) to the extent that 
such expenses exceed 5 per cent of the adjusted gross income, or 5 per cent 
of the aggregate adjusted gross income in the case of a joint retui'n. 

SECTION 305. TAXABIE YEABS To WHICII AMENDMENTS APPLICABLE. 

This section provides that the amendments made by this title of the bill, 
providing for "income splitting, " shall be applicable with respect to taxable 
years beginning after December 81, 1947. The requirements of section 51(b) 
of the Code as amended by the bill with respect to the filing of a joint return 
are also made applicable to taxable years of both husband and wife beginning 
on the same day in 1947 if at least one such taxable year ends in 1948. Thus, a 
joint return by the husband and wife for a fiscal year beginning in 1947 and 
ending in 1948 can not be Inade unless permitted by the provisions of section 
51(b) as amended by the bill. If a husband and wife, as of the close of their 
fiscal year beginning in 1947 and ending in 1948, are legally separated under a 
decree of separate maintenance, they can not make a joint return for such fiscal 
year under the provisions of section 51(b) as amended by the bill (although 
under existing law they could make a joint return). However, in the case of 
a husband and wife who have been making their returns on the basis of a fiscal 
year ending June 80, if the wife died before June 80, 1948, and after the begin- 
ning of their taxable years beginning July 1, 1947, a joint return may be made, 
under section 51(b) as amended by the bill, for the deceased spouse and the 
survivor for the taxable year of each beginning July 1, 1947 (although under 
existing law a joint return could. not be made in such a ease). 

PART II — ESTATE TAX 

PART III — GIRT TAK. 

The detailed discussion of these parts of Title III will be found in a supple- 
mental report to be filed later. 



TITLE IV. — ADJURTED GRoss INcoME oF LEss THAN $5, 000. 

SFCTION 401. INDIVIDUALS WITH ADJUSTED GROSS INCOMES OF LESS THAN 35&000. 

This section of the bill amends section 400 of the Code, relating to the optional 
tax on individuals ivith adjusted gross incomes of less tlian $5, 000. Under 
existing law, there is only one tax table for computing the tax in the case of 
such individuals. In the bill as passed by the Iiouse, two tables were provided, 
the first applicable only for the purpose of computing the tax on a separate 
return and the second applicable only for the purpose oi' computing the tax 
on a joint return of husband and wife under section 51(b). The second table 
was provided to give effect to the "income-splitting" provisions of Title III 
of the bill. Both tables gave effect to the reduction in tax and increased exemp- 
tions provided in Titles I and II of the bill. The bill, as amended, provides the 
appropriate reductions in only one table, which coinbines the features of the two 
tables. The single table gives effect to "income-splitting" by double coluinns 
in the general area on the table where the tax on a joint return of husband and 
wife under section 51(b) is different from that of any person on a separate return 
with the same number of exemptions. 

The amendments made by this section of the bill are applicable with respect 
to taxable years beginning after December 81, 1947. Special provision is made 
ln section 601 of the bill for taxable years beginning in 1947 and ending in 1948. 

TITLE V. — REDUGTIoN IN WITHHCLDING oN TAx AT SQURcE oN WAGES. 

SECTION 501. PEBCENTAGE METIIOD. 

This section oi' the bill ainends section 1622 (a) and (b) (1) of the Internal 
Revenue Code, relating to the percentage method of withholding, to reflect the 
reductions in tax provided in Titles I and II of the bill. The bill, as amended, 
provides only one withholdin rs. te (15 per cent) instead of the graduated rates 
over three brackets as provided in the House bill. 

SECTION 502. WAGE BRACKET WITHIIOLDING. 

This section of the bffl amends section 1622(c) (1) of the Code, relating to 
wage bracl-et withholding, by changing the tax tables contained in that section 
of the Code in order to rellect the reduction in tax provided in Titles I and II 
of. the bill. 

SECTION 503. EFFECTIVE DATE. 

This section provides that the amendments made by this title shall be applicable 
only with respect to wages paid on or after May 1, 1948, instead of April 1, as 
under the House bill. 

TITLE VI. — FiscAL YEAR TAXPAYEBs. 

SECTION 601. FISCAL YEAB TAXPAYERS. 

This section of the bill makes the usual special prov. 'sion for computation of the 
tax in the case of taxpayers making returns on a fiscal year basis, in this case 
for fiscal years beginning in 1947 and ending in 1948. 

REVENUE ACT OF 1948. 

(Senate Report No. 1018 (Part 2), Eightieth Congress, Second Session. Calendar 
No. 1055. ] 

[March 17 (legislative day, March 15), 1948. ] 
Mr. Millikin, from the Committee on Finance, submitted the following supple- 

mentary report [to accompany H. R. 4790]: 
On page 59 of Report No. 1018, to accompany the bill H. R. 4790 [page 211, this 

Bulletin], it was stated that a supplemental report would be filed later containing 
a detailed discussion of the provisions of Parts II and III of Title III of the 
bill, relating to estate tax. and gift tax. Accordingly, this supplemental report 
is now filed. 
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PART II — KsTATE TAX. 

SUBPART 1 — REPEAL OF 1042 COMMUNITY PROPERTY AMENDMENTS. 

SECTION 851. ESTATE TAX rRANSFKBS OF COMMUNITY PROPERTY IN CONTEMPLATION 
OF DEATH, ETC. 

This section, which is unchanged from the bill as passed by the House, repeals, 
effective with respect to estates of decedents dying after the date of enactment 
of this bill, section 811(d) (5) of the Code, relating to transfers during life of 
community property includible in the gross estate under section 811 (c) or (d) 
of the Internal Revenue Code (such as transfers in contemplation of death, etc, ). 
The extent to which any such transfer of community property is includible in 
the gross estate of the transferor is determined under the law at the date of 
his death (that is, with respect to decedents dying after the date of the enact- 
ment of this bill, without regard to section 811(d) (5) ). 

SECTION 852. ESTATE TAX — JOINT AND COMMUNITY INTERESTS. 

This section, which is unchanged from the bill as passed by the House, repeals, 
effective with respect to estates of decedents dying after the date of enactment 
of this bill, section 811(e) (2) of the Internal Revenue Code, relating to the 
inclusion of community property in the gross estate of the decedent. In the case 
of decedents dying after the date of enactment of this bill, the extent to which 
community property held by the decedent and his spouse at the death of the 
decedent is to be included in his gross estate will be determined without regard 
to section 811(e) (2). Clerical amendments are also made by this section to rein- 
state the form of section 811(e) prior to the enactment of the Revenue Act of 1942. 

SECTION 858. ESTATE TAX — PROCEEDS OF LIFE INSURANCE. 

This section, which is unchanged from the bill as passed by the House, repeals, 
effective with respect to estates of decedents dying after the date of enactment 
of this bill, section 811(g) (4) of the Code, relating to community property in the 
case of. life insurance. Since section 811(g) was completely rewritten in the 
Itevenue Act of 1942, the repeal prospectively of section 811(g) (4) makes ap- 
plicable to decedents dying after the date of enactment of this bill the rules of 
section 811(g) which would be applicable had paragraph (4) never been contained 
in section 811(g). 

SUBPART 2 — MARITAL DEDUCTION FOR BEQUESTS, ETC. , TO SPOUSE 

SECTION 861. MARITAL DEDUCTION. 

This section amends section 812 of the Code, relating to deductions in computing 
the net estate of a citizen or resident of the United States, by adding a new sub- 
section, designated (e), providing for a so-called marital deduction, applicable 
with respect to estates of decedents dying after the date of enactment of the bill. 
The deduction is not allowed in computing the net estate of a nonresident not a 
citizen of the United States. In general, under this new subsection a deduction 
is allowed for an amount equal to the value of any interest in property which 
passes or has passed from the decedent to his surviving spouse but the aggregate 
amount of such deductions is limited to 50 per cent of. the value of the adjusted 
gross estate. There are, however, certain important qualifications and limita- 
tions, which are discussed below. 

SECTION 812 (e) (1) (8), AND (4), INTEBEST IN PROPERTY PASSING FROM THE DECEDENT 
To HIS SURVIVING SPOUSE. 

Subparagraph (A) of section 812(e) (1) is the basic rule under which the 
marital deduction is allowed. Under this rule a deduction is allowed for an 
amount equal to the value of any interest in property which passes or has passed 
from the decedent to his surviving spouse, but only to the extent that such interest 
is included in determining the value of the decedent's gross estate. 

The concept of the passing of an interest in property from the decedent as used 
in section 812 (e) is expressed in the definition in paragraph (3) of section 812(e). 
Such paragraph (3) defines as so passing, interests which commonly would be 
considered as passing from the decedent, namely, interests bequeathed, devised, 
or transferred by the decedent or inherited from the decedent, or the dower or 
curtesy interest (or statutory interest in lieu thereof) of the decedent's surviving 



333 

spouse. The interest of a survhing wife in property held as community property 
under the law of California in effect prior to July 29, 1927, is an interest which 
under the definition in section 812(e) (8) is considered as passing to her from the 
decedent. In addition, under subparagraph (E) of section 812(e) (8) there is 
treated as an interest passing from the decedent to his surviving spouse the 
interest held at the time of the decedent's death by the decedent and his spouse 
fn a joint tenancy, tenancy by the entirety, a joint bank account, or any other 
coownership with right of survivorship to which section 811(e) of the Code 
applies. Under subparagraph (F) of section 812(e) (S) an interest is considered 
as passing to any person from the decedent if the decedent had a power (whether 
or not exercisable alone) to appoint such interest and if he appoints or has 
appointed such interest to such person, or if such person takes such interest in 
default upon the release or nonexercise of such power. Under subparagraph (G) 
of section 812 (e) (8) an interest is considered as passing from the decedent to the 
person entitled to receive the proceeds of insurance upon the life of the decedent 
regardless of whether the decedent had previously assigned the policy or paid the 
premiums by way of gift. 

The definition of an interest passing from the decedent is broad enough to cover 
all the interests included in determining the value of the decedent's gross estate 
under the various subsections of section 811 of the Code. The definition also 
applies in the application of all of the provisions of section 812(e) (in addition 
to its application in paragraph (1) (A) ), and because of' such application, as will 
be explained li. ter, may cover interests other than those included in determining 
the value of the decedent's gross estate. 

An interest in property does not pass to the surviving spouse from the decedent 
within the definition in section 812 (e) (8) by reason of a claim against the estate, 
or any indebtedness, in favor of the surviving spouse for which a deduction is 
allowed by section 812(b). Neither the payments made in satisfaction of such 
a claim or debt nor the amounts expended in accordance with the local law for 
support of such surviving spouse during the settlement of the estate pass to such 
surviving spouse from the decedent within the meaning of section 812(e) (S). 

While the deduction is allowed under subparagraph (A) with respect to any 
interest in property, certain exceptions are provided under the other subpara- 
graphs of section 812(e) (1) which are explained hereinafter. Generally, a power 
of appointment is not an "interest in property. " Accordingly, no deduction is 
allowed with respect to a power to appoint given to a surviving spouse, except as 
provided in the special rules in subparagraphs (F) and (G) of section 812(e) (1), 
in the case of certain trust and insurance proceeds where the surviving spouse is 
given a power to appoint. 

In order to give rise to the marital deduction with respect to any interest 
passing to the surviving spouse, the value of such interest must be included 
in determining the value of the decedent's gross estate. Thus, if the surviving 
spouse inherits foreign real estate from the decedent (not included in the value 
of the gross estate under section 811) or acquired property of the decedent by 
a transfer during the decedent's life for a full and adequate consideration in 
money or money's worth, no deduction will result from such interests passing 
to the spouse. 

The terms " interest " and "property, " as used in section 812(e) have separate 
and distinct meanings. The term "property" is used in a comprehensive sense 
and includes all objects or rights which are susceptible of ownership. The 
term "interest" refers to the extent of ownership, that fs, to the estate or the 
quality and quantum of ownership by the surviving spouse or other person, of 
particular property. For example, if the surviving spouse is specifically devised 
an estate for her life in a farm, the ' interest" passing to her is the life estate, 
and the "property" in which such interest exists is the farm. Generally the 
property in which any person is considered as having an interest is the property 
out of which, or the proceeds of which, such interest may be satisfied. Thus, 
in the case of a bequest, devise, or transfer of an interest which may be satisfied 
out of, or wfth the proceeds of, any property of the decedent's general estate 
or of a trust, the interest so bequeathed, devised, or transferred is an interest 
fn any and all of such property. If the decedent's general estate or the trust 
consists of assets which are themselves interests in property (such as leases), 
the interest so bequeathed, devised, or transferred is an interest in such property. 

The amount of the marital deductfon is determined by the value at the date 
of the decedent's death of the interest in property which passes or has passed 
to the surviving spouse, unless the value of the gross estate is determined under 
the optional valuation rule in section 811(j) of the Code, in which case th value 



is determined as of such date with adjustment as is provided in section 811(j). 
(See section 804 of the bill for an amendment to section 811(j) applicable in 
valuing any interest in property with respect to which a marital deduction is 
allowed. ) Subparagraph (C) of section 812(e) (1), which is discussed subse- 
quently, contains a special rule reducing the amount of the marital deduction 
in certain cases where the interest passing to the surviving spouse is a. n interest 
in unidentified assets. . 

The following example illustrates the determination of the marital deduction 
under section 812(e) (1) (A); The decedent's will directs the executor to sell 
certain described real estate and with the proceeds thereof to purchase stock 
of the X Corporation and to turn such stock over to the widow. The value 
of the real estate at the decedent's death was $10, 000 but it was sold by the 
executor prior to one year after the decedent's death for $12, 000. The stock 
was purchased for $12, 000 but had a fair market value of $8, 000 at the death 
of the decedent. If the gross estate is valued at the date of the decedent. 's 
death, the marital deduction is $10, 000 (the value of the real estate at the time 
of death) since such value was the value of the interest included in determining 
the value of the gross estate. If the value of the gross estate is determined 
under the optional valuation rule of section 811(j), the marital deduction is 
$12, 000, the value of the real estate at the time of the sale within the 1-year period. 

If the surviving spouse takes under the decedent's will, the interest passing 
to her is determined from the will. In this connection proper regard should be 
given to interpretations of the will rendered by a court in a bona Qde adversary 
proceeding. If, as a result of a controversy involving a bequest or devise to the 
surviving spouse, such spouse assigns or surrenders an interest in property 
pursuant to a compromise agreement in settlement of such controversy, the 
amount so assigned or surrendered is not deductible as an interest passing to 
such spouse. Moreover, any interest received by the surviving spouse under a 
settlement which does not reflect her rights under the local law does not pass 
to the surviving spouse from the decedent. However, if the surviving spouse 
elects to take her share of the decedent's estate under the local law instead of 
taking an interest under the will, the interest she takes under the local law 
is by the definition in section 812(e) (8) considered as passing from the decedent 
to the surviving spouse. The failure of a widow to elect to take under the local 
law is not considered to any extent as a purchase by her of the interest she 
takes under the will. 

Paragraph (4) of section 812(e) provides a specia. l rule in the case of a 
disclaimer of an interest passing from the decedent. This paragraph was not 
in the bill as passed by the House. A disclaimer is a complete and unqualiiied 
refusal to accept the rights to which one is entitled. If a person uses these 
rights for his own purposes as by receiving a consideration for his formal. dis- 
claimer he has not refused the right to which he was entitled. There can be 
no disclaimer after an acceptance of such rights, expressly or impliedly. 

In general, for the purpose of section 812(e), an interest disclaimed by the 
surviving spouse is not considered to pass to her, but an interest disclaimed by 
a person other than the surviving spouse is considered to pass to such person 
in the same manner as if the disclaimer had not been made. For example, if 
the surviving spouse disclaims a bequest of the decedent to her and the property 
falls into the residue passing to other persons, no marital deduction is permitted 
with respect to such property. The property is considered as passing from 
the decedent to the residuary legatees. If, in such a case, however, the surviving 
spouse is the residuary legatee, the interest which she so disclaimed is considered 
as passing to her from the decedent (as a result of the disclaimer) for the 
purposes of the marital deduction. 

If an interest in property is received by the surviving spouse as a result of 
a disclaimer made by any other person, such interest is not considered as passing 
to the surviving spouse from the decedent. Thus, if a bequest of an interest 
in property to a person other than the surviving spouse is disclaimed and such 
interest falls into the residue of the estate bequeathed to the surviving spouse, 
such interest is not considered as passing to the surviving spouse from the dece- 
dent for the purpose of determining the marital deduction. Another example 
is a case in which there is included in the value of the gross estate property 
with respect to which the decedent has a power of appointment and in which 
the surviving spouse is the taker in default of a valid appointment. If the 
decedent's appointee disclaims any interest under the attempted appointment 
and the property is received by the surviving spouse, no marital deduction results 



because under section 812(e) (4) the property is considered as passing from 
the decedent to the appointee as if the disclaimer had not been made. 

If during the lifetime of the &lecedent he attempted to make a gift of property 
to a person who, however, refused any interest in the property so that no gift 
in fact was made, and, thereafter, the decedent by his will bequeathed the prop- 
erty to his surviving spouse, a marital deduction is not prohibited by the dis- 
claimer provisions of section 812(e) (4). Whether or not the renunciation of a 
wi(I and the election of a surviving spouse to take under the intestate law is 
considered as a disclaimer, only the interest taken by the surviving spouse under 
the law is considered to pass to her from the decedent. 

8ubparagraph (E) of section 812(e) (1) specifically provides for the applica. - 
tion in determining the value of any interest in property passing to the sur- 
viving spouse of rules which are generally applicable in determining the net 
value of any gift or bequest. Clause (i) of such subparagraph requires that 
there shall be taken into account the effect which the amount of any estate, 
succession, legacv, or inheritance tax may have upon the net value of any interest 
in property passing to a survivin spouse. This provision is designed to prevent 
any implication that such taxes should not be taken into account where such 
taxes and the marital deduction are mutually interdependent. This provision 
1s substantially the same as that provided in section 812(d) of the Code, relating 
to bequests, etc. , to charity. The rule applies where the burden of a death tax 
falls Upon the surviving spouse or the property in which an interest passes to 
the surviving spouse. 

-Clause (ii) of such subparagraph (E) directs that in determining the value of 
any interest passing from the decedent to the surviving spouse, incumbrances or 
obligations shall be taken into account in the same manner as if the va. lue of a 
gift to the spouse of the interest passing were being determined. This is a 
clarification which was not expressed in the bill as passed by the House. If the 
decedent by his will leaves to his surviving spouse real estate sub)ect to a mort- 
gage (whether or not such mortgage was a personal liability of the decedent), 
the value of the interest passing to the surviving spouse does not under tbis 
section include the mortgage. If, however, the decedent by his will directs the 
executor to pay off the mortgage, such payment constitutes an additional interest 
passing to the surviving spouse. If the decedent bequeaths certain property to 
his surviving spouse sub]ect, however, to her agreement, or a charge on the 
property, for payment of $1, 000 to X, the value oi the bequest (and, accordingly, 
the value of the interest pa. ssing to the surviving spouse) is the value, reduced by 
$1, 000, of such property. 

The interest passing to the surviving spouse from the decedent is only such 
interest as the decedent can give. If the decedent by his will leaves the residue 
of his estate to the surviving spouse and she pays, or if the estate income is used 
to pav, claims against the estate so as to increase ihe residue, such increase in 
the residue is acquired by purchase and not by bequest. Accordingly, the value 
of any such additional part of the residue passing to the surviving spouse can 
not be included in the' amount of the marital deduction, 

In case there is included in the decedent's gross estate a reversionary or re- 
mainder interest in property and the executor elects, as provided in section 925 
of the Code, to postpone the payment of the part of the estate tax attributable 
to such interest, in determining such part it is contemplated that proper effect 
shall be given to any marital deduction allowed. 

The status of an individual as the decedent's surviving spouse is determined 
at the time of the decedent's death, A legal separation which has not (at the 
time of the decedent's death) terminated the marriage does not affect such status 
for the purposes of section 812(e) (1). A transfer by the decedent during his 
lifetime to an individual to whom he was not married at the time of the transfer 
but to whom he is married at the time of his death and who survives hiIU is a 
transfer by the decedent to his surviving spouse. If an interest in property 
passes from the decedent to a person who was his spouse but is not married to 
him at the time of his death, the interest is not considered as passing to the 
decedent's surviving spouse even though such person survives the decedent. 

SECTION 212(e) (1) (B) END (C). NATURE OF INTEREST FESSING; TERMINABLE 
INTEREST RULE. 

Subparagraph (B) of section 812(e) (1) disallows the marital deduction with 
respect to certain terminable interests. Where, upon the lapse of time, upon the 
occurrence of an event or contingency, or upon the failure of an event or con- 



tingency to occur, the interest passing to the surviving spouse will terminate 
or fail, the marital deduction will be disallowed under such subparagraph (B) 
if the conditions of clauses (i) and (ii), or of clause (iii) of such subparagraph 
are met. It is not necessary under such subparagraph (B) that the contingency 
or event must occur or fail to occur in order to make the interest terminable. 
Thus a terminable interest under such subparagraph includes an interest be- 
queathed to the surviving spouse as long as she resides in Washington, D. C. On 
the other hand, it includes interests which will in all events terminate, such as 
an estate for the life of the surviving spouse. 

Subparagraph (B) is intended to be all-encompassing with respect to various 
kinds of contingencies and conditions. Thus, it is immaterial whether the 
ini. crest passing to the surviving spouse is considered as a vested interest subject 
to divestment or as a contingent interest. Subparagraph (B) applies whether 
the terms of the instrument or the theory of their application are conceived as 
creating a future interest which may fail to ripen or vest or as creating a 
present interest which may terminate. The occurrence of a contingency includes 
the ending of a condition. Thus, an interest given to the surviving spouse as 
long as she remains unmarried is a terminable interest. 

However, the interest of the surviving spouse is not considered a terminable 
interest merely because her possession or enjoyment may be affected by events 
not provided for by the terms of the bequest. Thus, a fee-simple interest is not 
a terminable interest merely because the physical possession and enjovment of 
the property by the surviving spouse will terminate at her des. th. Nor is such 
an interest, or any other interest, considered as a terminable interest merely 
because the surviving spouse may lose it by a fire or earthquake or it may be 
taken by condemnation or for nonpayment of taxes. An interest in property 
is not a terminable interest merely because it may be consumed. Thus, a be- 
quest of $50, 000 or of a herd of 50 cattle is not a bequest of a terminable interest, 

On the other hand, an interest may be a terminable interest under subparagraph 
(B), section 812(e), even though such interest is the entire property. Thus, 
if the property in which the surviving spouse has an interest, or all of the 
interest, is terminable, the interest of the surviving spouse is a terminable in- 
terest. Examples of such terminable interests are patents, copyrights, and 
annuity contracts. 

As previously stated, it is necessary for the purposes of section 812(e) (1) to 
distinguish between an interest in property and the property in which such 
interest is an interest. Thus, if the decedent devises Blackacre to his wife for 
life with remainder to X, then X has an interest in the property (Blackacre) in 
which the surviving spouse has an interest. If the principal value of Blackacre 
was a coal mine which may be expected to be exhausted during the surviving 
spouse's life, nevertheless both the surviving spouse and X have an interest in 
the property, which is Blackacre. If the decedent devises Blackacre to his son in 
fee but subject to a charge on the rents of Blackacre in favor of his. surviving 
spouse for her life, the surviving spouse and the son have an interest in the 
same property (Blackacre). In the case of a trust or fund, the income bene- 
ficiaries and the persons who may receive any part of the corpus have. an interest 
in the property represented by the assets of the trust or fund as of the date of 
the decedent's death. 

On the other hand, subparagraph (B) does not apply merely because another 
person has an interest in property in which the surviving spouse has an interest. 
There is no need to apply such subparagraph unless the interest passing to the 
surviving spouse is a terminable interest. Thus, if the decedent by his, will 
devises Blackacre to X for life with the remainder to his surviving spouse, sub- 
paragraph (B) is not applicable inasmuch as the interest passing to the sur- 
. viving spouse is not a terminable interest. Similarly, if the decedent, by his will 
devises Blackacre to his wife and son as tenants in common, the marital deduct)on 
is allowed, since the surviving spouse's interest is not a terminable interest. 

Clause (i) of subparagraph (B) applies only if. an interest in . the property 
(in which the surviving spouse's terminable interest is an interest) passes or 
has passed (for less than an adequate and full consideration in money or money' s 
worth) from the decedent to any person other than such surviving spouse or her 
estate. It is not necessary, however, for the interest so passing to another person 
to pass at the same time as the interest passing to the surviving spouse. An 
interest which passes to the estate of the surviving spouse will not cause the 
disallowance of the decluctinn, but. an interest which passes from the decedent 
to the heirs of such spouse by purchase, where the State law does not give e5'ect 
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to the rule in Shelley's case, is an interest passing to persons other than the 
surviving spouse for the purposes of clauses (i) and (ii). 

Clause (ii) of subparagraph (B) applies only if, by reason of the passing of an 
intebest described in clause (i), such other person (or his heirs or assigns) may 
possess or enjoy any part of the property atter the termination or failure of the 
terminable interekt passing to the surviving spouse in the same property. The 
term "possess or enjoy any part of such property" is intended to be broadly 
construed. It is fmmaterial under this provision whether such other person 
possessed or enjoyed any part of the property prior to the termination of the 
interest of the surviving spouse. Thus, as long as such other person may possess 
or enjoy any part of the property after the termination of the surviving spouse's 
interest, clause (ii) applies even though such possession or enjoyment is a 
continuation from a time prior to such termination. 

It should be noted that both clauses, (i) and (ii), use some form of the term 
"passing, " which is intended to have the technical meaning given to it by the 
definition in paragraph (8) of section 812(e). As used in such clauses, however, 
the term "passing" is not confined to the passing of an interest included in 
determining the value of the decedent's gross estate. 

Under subparagraph (C) of section 812(e) (8), the dower or curtesy interest 
of the surviving spouse (or statutory interest in lieu thereof) is defined as an 
interest passing from the decedent. If such interest is a terminable interest, 
such as a life estate, the marital deduction would nevertheless be disallowed 
under subparagraph (B) of section 812(e) (1). 

Under the definition in subparagraph (F) of section 812 (e) (8), if the decedent 
exercises a taxable power of appointment over only a portion of. the property 
subject to the power, all interests in the property subject to the power are never- 
theless considered as passing from the decedent. Thus, if the decedent has a 
taxable power of appointment (under section 811(f) of the Code) over the 
property, which, to the extent not appointed, is to pass to X, and the decedent 
by his will appoints only a life estate to his wife, an interest in the same 
property is nevertheless considered as passing from the decedent to X. The 
definition of "passing, " however, extends to any case in which the decedent 
possessed a power to appoint (even though not a taxable power of appointment) 
and extends to exercises and releases of any such power during life. An example 
is a case in which a decedent in 1940 was given a power of appointment over 
Blackacre exercisable only in favor of his surviving spouse, his children, and 
the children of X (a stranger, not the creator of the power); to the extent not 
appointed Blackacre was to go to Y, The decedent in 1941 released his power 
except with respect to the power to appoint the income from Blackacre for 20 
years; and at his death the decedent appointed such income interest to his sur- 
viving spouse. The power at the time of the partial release was not a taxable 
power. However, under the definition of "passing, " an interest in Blackacre 
passed (upon the release in 1941) from the decedent to Y and accordingly the 
interest appointed to the surviving spouse does not qualify for a deduction under 
the terminable interest provisions. 

The application of clauses (i) and (ii) is further illustrated by the following 
examples: 

Zzareple (I ). The decedent owned the entire interest in Blackacre. He trans- 
ferred Blackacre by gift to his son but retained a-lease for 20 years. At his death 
the decedent bequeathed the lease to his surviving spouse. No marital deduction 
is allowed because the interest passing to the surviving spouse is a terminable 
interest in Blackacre in which an interest also passed from the decedent to his 
son who can possess or enjoy the property after the expiration of the lease. The 
facts oi this case may be varied, but as long as an interest in Blackacre passed 
at any time by gift from the decedent to a person other than the surviving spouse, 
and the lease (whether retained or reacquired by the decedent) was bequeathed 
or transferred from the decedent to the surviving spouse no marital deduction 
will be allowed with respect to such lease. If, however, the decedent had sold 
Blackacre to any person for an adequate and full consideration in money or 
money's worth and retained or purchased a 20-year lease in Blackacre which 
he subsequently bequeathed to the surviving spouse, the marital deduction with 
respect to the lease passing to the surviving spouse is not disallowed under 
subparagraph (B). 

Encamp/e (8). The decedent by his will devised Blackacre to his wife and 
daughter as joint tenants. Both the ~ ife and daughter have terminable interests 
in the same property, Blackacre. The dau hter may (if she survives the wife) 



possess or enjoy such property after the termination of the wife's interest. Ac- 
cordingly, no marital deduction is allowed with respect to the interest passing 
to the surviving spouse. It is immaterial that the daughter may not possess or 
enjov all of Blackacre in the event of a severance of the joint interest. It is 
sufficient under clause (ii) that any part of the property may (by any po'ssibility) 
be possessed or enjoyed by the daughter after the termination or failure of the 
wife's interest. Similarly, if the property were bequeathed in trust for the joint, 
benefit of the wife and daughter with the corpus passing to the survivor, no 
marital deduction would be allowed. The daughter, by surviving the spouse, 
may possess or enjoy the property after the termination of the spouse's interest. 

In determining whether an interest in property is a terminable interest and 
whether the conditions of clauses (i) and (ii) are met, the situation is viewed 
as at the date of the decedent's death, although effect must be given to interests 
which have passed prior to the decedent's death Thus, if the decedent trans- 
ferred Blackacre, in contemplation of death to his wife, Mary, for her life with 
remainder to X if surviving Mary, if not, to Mary's estate, and X dies prior to 
the decedent's death and while Mary is still living, the interest passing to Mary 
(the surviving spouse) is, viewed at the time of the decedent's death, not dis- 
qualified for deduction under subparagraph (B). Another example is a case 
where the decedent during his lifetime transferred property bV gift in contempla- 
tion of death to his wife for her life and then to her children and where, prior to 
the decedent's death, the children by sale or gift transferred the remainder in 
terest to the surviving spouse. In this case the only interest passing to the surviv- 
ing spouse from the decedent is a terminable interest in property in which an 
interest passed to the children. Viewed as of the date of the decedent's death, 
no person other than the surviving spouse (or her estate) may possess or enjoy the 
property. However, such spouse is an assignee of other persons (the children) to 
whom an interest passed and accordingly the marital deduction is disallowed 
under clause (ii) of subparagraph (B). 

The election of the executor to determine the value of the gross estate as of 
a date subsequent to the decedent's death, as provided in section 811(j) of the 
Code, does not extend to such later date the time for determining the character 
of the interest passing to the surviving spouse and its deductibility under sub- 
paragraph (B). Section 811(j) relates only to valuation and applies only with 
respect to interests at the date of the decedent's death. For example, in'the case 
of a gift, in contemplation of death, of a life estate to the surviving spouse with 
remainder to the survivor of such spouse and X, the marital deduction is not 
allowed for any interest passing to such spouse, even though X dies within 12 
months after the decedent's death and the executor elects to use section 811(j), 

The deduction is determined with respect to interests which the decedent spe- 
cifically directed the surviving spouse to have out of estate assets or is determined 
with respect to the interest of the surviving spouse in the property represented 
bv assets in the general estate out of which, or the proceeds of which, the interest 
passing to her may be satisiied. Therefore, except as provided in clause (iii) of 
subparagraph (B), conversions of property after the decedent's death are im- 
material to the deduction. The following examples serve to illustrate this point. 

Exemple (I). The decedent by his will bequeathed a life estate to his surviving 
spouse, with remainder to his son, in certain property and thereafter the surviv- 
ing spouse made a valid sale of her life estate for cash. The marital deduction 
is disallowed under subparagraph (B) because the interest passing from the 
decedent was the life estate with remainder to the son in the same property. 
The result would be the same if the executor gave cash to the surviving spouse 
instead of the life estate. 

E~aip/e (8). The decedent by his will devised Blackacre to his wife for life, 
remainder to his son. The son transferred his remainder interest by gift to the 
surviving spouse, and by merger of the surviving spouse's interests, she held the 
fee in the property. No marital deduction is allowed in this case with respect 
to any part of the property, for the life estate is a terminable interest with respect 
to which no marital deduction is allowed under subparagraph (B). The re- 
mainder interest did not pass to the surviving spouse from the decedent. 

If the decedent by his will bequeaths a terminable interest for which a deduc- 
tion is not allowed and the surviving spouse takes in accordance with the will, 
the marital deduction is not allowed even though under the local law the interest 
which such spouse could have taken against the will was a fee interest for which 
a deduction would be allowed. Any theory that the interest which she could 
have taken under the local law did pass to her in such a case and was used by 



her to purchase the interest under the w1ll is contrary to the intended application 
of this section. 

Where, under a bequest, etc. , a future interest may pass to some one other 
than the surviving spouse, but it is not possible at the time of the decedent's death 
to ascertain the particular person or persons to whom such interest will pass, 
a new sentence added at the end of section 812 (e) (8) makes it certain that such 
future interest shall, for the purposes of clauses (i) and (ii) of subparagraph 
(B), be considered as passing to a person other than the surviving spouse. Ac- 
cordingly, under such provision an interest is considered to pass to a person other 
than the surviving spouse and such other person is considered as a person who 
may possess or enjoy the property after the termination or failure of the sur- 
viving spouse's interest. This provision, however, . is not applicable to an interest 
which the surviving spouse may appoint if, by application of subparagraph (F) 
or (G), such interest is considered as passing to such spouse. The following 
examples illustrate the application of the special provision rela. ting to such 
future interests: 

Example (1). The decedent by his will devised Blackacre to his wife for life 
and then to such of his grandchildren as survive the wife but if no grandchildren 
survive the wife then to the estate of the surviving spouse. No marital deduction 
is allowable with respect to either the life estate or the contingent remainder to 
the surviving spouse's estate. An interest in the property is considered to pass to 
the grandchildren and some of them may possess or enjoy Blackacre upon the 
death of the spouse. It is immaterial that the grandchildren are not. in being 
at the time of the death of the decedent. 

Egampls (8). The decedent by his will devised Blackacre to his surviving 
spouse for life and then to such of the surviving spouse's heirs as B appoints, 
in default of appointment, however, to X. An interest is considered to pass from 
the decedent to persons other than the surviving spouse. In this case X or the 
appointees of B may possess or enjoy Blackacre after the death of the spouse. 

Clause (ii) of subparagraph (B) applies if any person (other than the sur- 
viving spouse) or his heirs or assigns may by any possible circumstances under 
the terms of the bequest possess or enjoy any part of the property in which the 
surviving spouse's interest is an interest. Thus, in example (1), set forth 
immediately above, persons other than the surviving spouse (or her estate) may 
possess or enjoy the property after her death. This concept, of course, does not 
extend to the possession or enjoyment which persons may obtain by purchase 
or gift from the surviving spouse, inasmuch as an interest so obtained does not 
pass from the decedent. Except as provided in subparagraphs (F) and (6), 
however, 1f the surviving spouse 1s given an interest in property and a power to 
appoint any part of such interest, the possible appointees and takers in default 
of appointment are considered as persons to whom an interest passed from the 
decedent. 

In the case of certain property which is terminable, a marital deduction may 
be allowed, even though clause (i) applies, as long as clause (ii) does not apply. 
Thus, if the decedent bequeaths all the interest he ever had in a patent to his 
wife and daughter as tenants in common, the marital deduction is allowed with 
respect to the interest of the wife in the patent. If, however, the patent were 
bequeathed to them for their joint lives and then to the survivor, the marital 
deduction would not be allowed. 

The same principles apply in the case of insurance proceeds and annuity 
contracts, as illustrated by the following examples: 

Eaomple (I). The entire proceeds of an insurance policy on the life of the 
decedent are payable to the surviving spouse and the value of such proceeds is 
included in determining the value of the gross estate. A marital deduction is 
allowed with respect to the value of the proceeds because no person other than 
the surviving spouse has an interest in the proceeds. The result will be the same 
whether such proceeds are payable in a lump sum; are pavable in installments 
td the surviving spouse, her heirs, or assigns, for a term; or are payable to the 
surviving spouse for her 11fe with no refund of the undistributed proceeds or with 
such a refund to her estate. It 1s also immaterial whether any such mode of pay- 
ment is determined by an option exercised by the decedent or exercised by the 
surviving spouse. 

Example (8). The decedent during his lifetime purchased an annuity contract 
under which the annuity was payable during his life and then to his spouse 
during her life if she survived him. The value of the interest of the decedent's 
surviving spouse in such contract at the death of the decedent is included in 
determining the value of his gross estate. A marital deduction is allowed with 



respect to the value of such interest so passing to the decedent's surviving spouse 
inasmuch as no other person has an interest in the contract. If upon the death 
of the surviving spouse the annuity payments were to continue for a term tp 
her estate, or the undistributed portion thereof. was to be paid to her estate, 
the deduction is nevertheless allowable with respect to such entire interest. 
If, however, upon the death of the surviving spouse, the payments are to cor$inue 
to another person (not through her estate) or the undistributed fund. is 'tp be 
paid to such other person, no marital deduction is a. llowahle inasmuch as an 
interest passed from the decedent to such other person. 

A marital deduction is also disallowed for the interest passing to the surviving 
spouse as nn income beneficiary or annuitant under a trust in which other persons 
have an interest, except as provided in subparagraph (F) of section 812(e) (I) 

Clause (iii) disallows the marital deduction in eases where pursuant to the 
decedent's direction terminable interests are to be acquired for the surviving 
spouse. Thus, under this provision, if the decedent directs the executor of his 
estate to purchase an annunity contract for the decedent's surviving spouse for 
a term of years or for her life, no marital deduction is allowed for the interest 
so passing to the surviving spouse. In such a case it is immaterial whether or 
not other persons have, under clauses (i) and (ii), an interest in the contract, 
It is also immaterial whether the decedent (in addition to directing the purchase 
of the annuity contract) designated or did not designate the assets to be used 
for the purchase. Clause (iii) also applies to the acquisition by a trustee, at the 
direction of the decedent, of a terminable interest for the surviving spouse. 

The last sentence of subparagraph (B) contains a special provision with respect 
to terminable property. Under this provision, an interest is not to be considered 
a terminable interest merely because it is the ownership of a bond, note, or 
similar contractual obligation, the discharge of which would not have the effect oi' 

an annuity for life or for a term. This provision does not prevent the operation 
of subparagraph (B) upon a partial interest (such as a life estate) of the sur- 
viving spouse in bonds or notes, with respect to which the marital deduction may 
be disallowed under clauses (i) and (ii). This provision, however, has special 
application in cases under clause (iii). An example oi' a case in which the 
interest of the surviving spouse- in a note is not taken out of the category of a 
terminable interest by reason of the last sentence of subparagraph (B), is a case 
in which the executor is directed to lend money to a trust and acquire its note for 
the surviving spouse with terms providing for the payment of principal and 
interest to the surviving spouse in equal installments over a term of years. 

If the decedent directs his executor or trustee to purchase bonds or notes for 
the surviving spouse, the marital deduction is not disallowed under clause (iii), 
unless the decedent directs the purchase of bonds or notes the discharge of which 
has the effect of. an annuity. However, the marital deduction in such case may 
also be disallowed if the surviving spouse's interest in such bonds or notes is not 
the complete interest and clauses (i) and (ii) are applicable by reason of an 
interest passing to another person. 

Subparagraph (C) contains a special rule, which was not in the bill as it passed 
the House, with respect to the surviving spouse's interest in unidentified assets. 
This rule is addressed generally to situations in which the surviving spouse is 
a pecuniary or residuary legatee or is a beneficiary of a trust created by the 
decedent during life or by will, or is the heir of an intestate decedent. In such 
cases there has passed to the surviving spouse an interest in property represented 
by all the assets included in the decedent's general estate (which does not include 
assets named by the decedent to pass under specific bequests) or included in the 
trust. However, under the rule of subparagraph (C), if any such assets (in the 
general estate or trust) would, if specifically passing to the surviving spouse, 
not be deductible, the value of such asset shall be applied in reduction of the 
amount otherwise deductible for the general or residuary bequest or transfer 
in trust. 

The application of subparagraph (C) is illustrated by the following examples: 
Eramp/e (f ). The decedent bequeaths $50, 000 to his surviving spouse. The 

general estate includes a term for years (valued at $60, 000 in determining the 
value of the decedent's gross estate) in Blackacre — an interest retained by the 
decedent after a gift of Blackacre to his son. Accordingly, the marital deduction 
with respect to the bequest of $50, 000 is reduced to zero. It is immaterial whether 
the surviving spouse actually receives the term for years. 

Example (8). The decedent during his life created a. trust reserving the 
income for himself (and his estate). The trust was to terminate upon the death 
of. the survivor of himself and his wife, at which time the corpus was to be paid 
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to his children. The decedent. died with his wife surviving and the income 
interest fell into the residue of his estate. The decedent bequeathed one-half of 
the residue to his surviving spouse. The amount of the marital deduction for 
the value of one-half of the residue is to be decreased by the value at the time 
of the decedent's death of. such income interest in the trust (and for a. ny other 
terminable interest included in such residue for which a marital deduction would 
not be allowed if specifically bequeathed or devised to the decedent's surviving 
spouse). 

Subparagraph (C) applies to trusts in which the surviving spouse has the re- 
Inainder interest and trusts under subparagraph (F) in which the surviving 
spouse has a power to appoint the corpus. In such cases the marital deduction 
with respect to the value of the corpus is reduced as provided in subparagraph 
(C). In the case of a trust created during the decedent's lifetime, subparagraph 
(C) applies to the trust assets as of the date of the decedent's death. 

In determining the assets out of which the interest passing to the surviving 
spouse may be satisfied, such assets are determined prior to payment ot any 
general claims, but without including named property specifically bequeathed 
or devised. 

The disclaimer provisions of paragraph (4) of section 812(e) are also appli- 
cable in conjunction with the terminable interest rule of section 812(e) (1) (B), as 
illustrated by the following example: 

Egsmi)le. The decedent devises Blackacre to his surviving spouse for life and 
remainder to his son. The son disclaims the devise to him and the remainder 
interest falls into the residue of the estate which is also bequeathed to the sur- 
viving spouse. No marital deduction is'allowed because under section 812(e) (4) 
the remainder interest is considered as passing to the son as if the disclaimer 
had not been made. 

Although section 812(e) (4) must be applied in determining an interest passing 
to the surviving spouse and other persons, subparagraph (C) of section 812(e) (1) 
may reduce the amount of the marital deduction allowed after application of 
such paragraph (4). 

SECTION 812(e) (1) (D), (E), (F), END (6). EXCEPTIONS To THE TERMINABLE 
INTEREST RULE. 

Subparagraph (D) of section 812(e) (1) provides an exception to the terminable 
interest rule under subparagraph (B) of such section. This exception is for the 
purpose of allowing the marital deduction in certain cases where there is a con- 
tingency with respect to the interest passing to the surviving spouse under a 
common-disaster clause or similar clause in the decedent's will. Vnder the 
rule in the bill as it passed the House, a marital deduction is allowed with respect 
to an interest which does pass to the surviving spouse even though such interest 
would have terminated or failed upon the death of such spouse, as long as such 
termination or failure could have resulted only if such death had occurred within 
a period not exceeding six months after the decedent's death. This provision is 
amended in your committee bill so as to extend the application of the rule to 
cases in which the death of the surviving spouse would cause a termination or 
failure of her interest only if it occurred as a result of a common disaster resulting 
in the death of the decedent and the surviving spouse. Your committee bill makes 
subparagraph (D) applicable also in cases in which death either within the 
6-month period or as the result of a common disaster would alone deprive the 
surviving spouse of'her interest. In all such cases, subparagraph (D) applies only 
if such spouse does not in fact die' within such period or as a result of such 
common disaster, as the case may be. 

An example of the application of subparagraph (D) is a case in which the 
decedent's will provides that all his property shall pass to his spouse if she 
survives him by three months; but if she does not survive him such property 
shall pass to the X charity. In this case the interest of the surviving spouse 
will terminate or fail only if she dies within three months following the date 
of the decedent's death. If in fact she does not die before the expiration of 
such period (and accordingly the property passes to her under the terms of the 
decedent's will), the marital deduction is allowable. It should be noted in 
this case that a contingent interest in the property passed to the X charity 
and, but for the provisions of subparagraph (D) of section 812(e) (1), the 
marital deduction would be disallowed under subparagraph (B) of section 
812(e) (1). 

Ef the decedent's will provides that the property otherwise bequeathed or 
'devised under his will to his surviving spouse shall E)ass to other named persons 
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if such spouse dies as a result of a common disaster in which he meets his death, 
and if at the moment of his death the possibility exists that such spouse will 
die as a result of such a common disaster, then subparagraph (D) fs applicable. 
In such a ease the deduction will be allowed if under the local law the surviving 
spouse does take the property, whether because it is determined that in fact 
she did not or could not die in the disaster in which the decedent met his death 
or whether under the local law it is presumed that death more than six months 
after the decedent's death can not result from the disaster in which the decedent 
met his death. If no possibility exists at the moment of. the decedent's death 
that his surviving spouse will die as a result of a common disaster, the mere 
fact that there is a clause in his will which would prevent the passing of an 
interest in property to her if she did so die does not make her interest terminable 

If a clause in the decedent's will provides that the property bequeathed or 
devised to his spouse shall not pass to her if it can not be determined whether 
she survived him (whether or not they meet their deaths in a common disaster) 
such clause does not make the interest of the surviving spouse terminable if 
she in fact survives. 

The rule of such subparagraph (D) does not apply to an ordinary life estate, 
such as under a devise of Blackacre to the wife for her life with remainder to 
X. While it is true that death of the wife within the 6-month period will cause 
a termination or failure of her interest, it is also true that her death at any 
time will also cause such termination or failure and accordingly the case does 
not meet the test of clause (i) of subparagraph (D). 

Subparagraph (F) of section 812(e) (1) also provides an exception to the 
termina. ble interest provisions of subparagraph (B) of such section. This ex- 
ception is for the purpose of allowing the marital deduction in the case of certain 
trusts where the surviving spouse has a power of appointment. The other 
provisions of section 812(e) (1) are still applicable generally to interests passing 
to the surviving spouse in trust. For example, if the decedent by a transfer in 
contemplation of death creates a trust providing for all the income thereof to 
be paid to his spouse for 10 years and upon the end of such 10-year period or the 
prior death of the spouse the trust is to terminate and the corpus is to be paid 
to his spouse or her estate, the marital deduction is allowable, even though at 
the time of death the trust is still in effect. In this caSe, although the interest 
of the spouse in the trust for 10 years is a terminable interest, no person other 
than the surviving spouse has an interest in the trust. The value of the spouse's 
interest in the corpus is includible in the marital deduction under subparagraph 
(A) of section 812(e) (1) inasmuch as it is not a terminable interest. 

The provisions of subparagraph (F) of section 812(e) (1) under the bill as it 
passed the House have been expanded in your committee bill. These provisions 
have the effect of allowing a marital deduction with respect to the value of 
property transferred in trust by or at the direction of the decedent where the 
surviving spouse, by reason of her right to the income and a power of appointment, 
is the virtual owner of the property. This provision is designed to allow the 
marital deduction for such cases where the value of the property over which the 
surviving spouse has a power of appointment will (if not consumed) be subject 
to either the estate tax or the gift tax in the case of such surviving spouse. 

In order for the interest in property transferred in trust to qualify for a 
marital deduction under subparagraph (F), the following conditions must be met: 

(1) The trust must be created by a transfer of property by the decedent during 
his lifetime or by his direction under his will. 

(2) Under the terms of the trust the surviving spouse must be entitled for her 
life to all the income from the corpus of the trust. The term "income" is used 
here in the same sense a. s it is used in section 102 of the Code, relating to income 
of estates and trusts. It is not necessary that the trust shall terminate upon 
the death of the surviving spouse. The trust may terminate at an earlier date 
by reason of the exercise of a power of appointment by the surviving spouse in 
favor of any person or by reason of the appointment by any person of the corpus 
of the trust to the surviving spouse. The requirement that the surviving spouse 
be entitled for life to all the income from the corpus refers only to the income 
from the corpus as long as the trust is in existence. If any person other than 
the surviving spouse is entitled to any part of the income from the corpus of the 
trust during the life of such surviving spouse (other than income derived by such 
person from any part of the corpus appointed by the surviving spouse), the trust 
does not qualify. 

(3) The surviving spouse must be entitled to tbe income from the corpus of the 
trust annually, or at more frequent intervals. This requirement disqualifies any 
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trust the income of which is required to be accumulated or may, in the discretion 
of the trustee, be accumulated. 

(4) The surviving spouse must have power to appoint the entire corpus free 
of trust, and such power must be exercisable in favor of such surviving spouse 
or in favor of her estate. A "power to appoint" the corpus includes any power 
which in substance and eifect is such a power regardless of the nomenclature 
used in creating the power and local property law connotations. If the power 
is exercisable only at death, the trust is not disqualified merely because the 
surviving spouse also has the power to invade only part of the corpus during her 
lifetime, It is also immaterial if, in addition to the power to appoint the entire 
corpus free of trust, the surviving spouse has a lesser power, such as to appoint 
anv part of the corpus in trust for the benefit of others. However, the surviving 
spouse must have power to appoint the entire corpus to herself, or if she does not 
have such a power she must have power to appoint the entire corpus to her 
estate. If one such power is her only power, the requirement is met. She may 
also have any combination of additional powers. 

(5) If any person other than the surviving spouse had a power to appoint 
any part of the corpus, such power must be exercisable only in favor of the 
surviving spouse. 

(6) The power possessed by the surviving spouse to appoint the entire corpus 
free of trust must be exercisable alone and in all events. Nevertheless, the 
trust is not disqualified merely because the power is exercisable only during 
life or only by will. An exampie of a power which does not meet the require- 
ments is a power which (unless sooner exercised or released) will terminate 
on January 1, 1950, or on the date of death of the surviving spouse, whichever 
occurs first. An example of a testamentary power not exercisable in all events 
is a power exercisable by will only if the surviving spouse does not remarry. 
lf tbe surviving spouse has a power to appoint the corpus of a trust created dur- 
ing the decedent's life, . the power must be exercisable, when viewed as of the 
date of the decedent's death, in all events. The trust does not qualify under 
subparagraph (F) if the surviving spouse's po~er to appoint the corpus free 
of trust is exercisable only in conjunction with, or with the consent of, another 
person. Either the power possessed by the surviving spouse to appoint during 
iife or her power to appoint at death must meet both tests of being exercisable 
alone and in all events. If one such power meets the requirements, the limi- 
tations or conditions on any other power are immaterial. If the surviving spouse 
has only the power to invade corpus for her own benefit but such power is 
exercisable only in conjunction with, or with the consent of another person, the 
trust does not qualify. 

If all the tests of subparagraph (F) are met, then the interest in property 
transferred upon the creation of the trust shall, for the purpose of the marital 
deduction, be considered as passing to the surviving spouse, and no part of the 
interest so passing shall be considered as passing to any person other than the 
surviving spouse. For example, in the case of a trust to which subparagraph 
(F) applies, if the corpus of the trust, upon the failure of the surviving spouse 
to exercise the power of appointment, is to pass to the decedent's children, the 
entire interest in such corpus is nevertheless considered to pass to the surviv- 
ing spouse, and no part of the interest in trust is considered as passing to any 
other person. 

Even though a trust meets all the tests of subparagraph (F), the provisions 
of subparagraph (B) (i) and (ii) may disallow the marital deduction where 
the trust corpus consists, in whole or in part, of terminable interests. Thus, if 
the decedent made a gift of Blackacre to X, reserving a term for 20 years, and 
thereafter created a trust (qualifying under subparagraph (F) ) over such 
term in Blackacre, a marital deduction is not allowed. Similarly, subpara- 
graph (C) may reduce the marital deduction otherwise allowable under sub- 
paragraph (F) in cases where the decedent merely directs the creation of a 
trust; the corpus of which may consist of a terminable interest in the decedent's 
general estate. 

The disclaimer provisions of paragraph (4) of section 812(e) apply to the 
disclaimer by the surviving spouse of any interest in property which, under 
subparagraph (F) or (G) of section 812(e) (1), is considered as passing from 
the decedent to such spouse. 

Subparagraph (G) of section 812(e) (1), which was not contained in the 
bill as passed by the House, also provides an exception to the terminable interest 
provisions of subparagraph (B) of section 812(e) (1). This exception is for the 
purpose of allowing the marital deduction in the case of proceeds of life insur- 
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ance upon the life of the decedent where the surviving spouse is entitled to install. 
ments of the proceeds and has the same type of power possessed by the surviving 
spouse in the case of a trust to which subparagraph (Z) applies. Subparagraph 
(G) applies only if the proceeds of the insurance are receivable in installments, 
commencing within one year after the decedent's death. The amounts payable 
to the surviving spouse must be installments which have the effect of reducing 
during her lifetime the aggregate proceeds of the policy available for future 
payments. 

sECTZON 812 (e) (1) (H) END (2) . IJMZTATZON OF 50 FEB CENT OF THE 
XDJUSTED GROss ESTATE. 

Subparagraph (H) of section 812(e) (1) provides that the aggregate amount 
of the deductions (computed without regard to such subparagraph (H)) shall 
not exceed 50 per cent of the value of the adjusted gross estate. The term 
"adjusted gross estate" is a new concept in the estate tax and is defined in 
paragraph (2) of section 812(e). Its use is confined solely to the computation of 
the 50 per cent limitation. 

Subparagraph (A) of section 812(e) (2) provides the general rule for compu- 
tation of the adjusted gross estate. This general rule is the only rule which 
will be applicable in most cases, for it applies except where the decedent and tho 
surviving spouse at any time. held property as community property. Under this 
general rule the adjusted gross estate is computed by subtracting from the entire 
value of the gross estate the aggregate amount of the deductious allowed under 
section 812(b) of the Code. The value oi' the gross estate referred to in this 
rule is the value at the date of the decedent's death or, ii' the value of the gross 
estate for the purpose of the tax is determined under the optional valuation rule 
of section 811(j), the value so determined. 

Under such subparagraph (A), if the value of the decedent's gross estate is 
$100, 000 and the aggregate amount of deductions allowed under section 812(b) 
is $10, 000, the aggregate deduction under section 812(e) is limited to 50 per 
cent of $90, 000. If the aggregate value of the interests passing to the surviving 
spouse for which deductions are allowed under section 812(e) (1) (A) does not 
exceed $45, 000, the entire value of the interests so passing is deductible in com- 
puting the net estate. If the aggregate value of such interests exceeds $45, 000, 
the aggregate amount of deductions under section 812(e) is limited to $45, 000. 
In this and other similar cases bv reason of the specific exemption allowed in 
computing the net estate, no estate tax may be payable. However, it should 
be noted that wherever the gross estate exceeds the exemption of $60, 000 pro- 
vided in section M5(c) of the Code, an estate tax return must be filed. 

Subparagraph (B) of section 812(e) (2) provides a special rule for comput- 
ing the adjusted gross estate in cases involving community property. This rule 
applies only if the decedent and his surviving spouse at any time held property as 
community property under the law of any State, Territory, or possession of 
the United States, or of any foreign country. The general effect of this special 
rule is to compute the adjusted gross estate by subtracting from the value of 
the gross estate the value of community property included in the gross estate 
and the deductions under section 812(b) which are not allocated to such com- 
munity -property. The property, the value of which is to be subtracted, is 
specified in clauses (i), (ii), and (iii), relating, respectively, to communitv 
property held. at death, community property transferred during life, and insurance 
on the life of the decedent purchased out of community' property. If premiums 
or other consideration paid for insurance on the life of the decedent were paid 
in part out of property "held as such community property" by the decedent and 
his surviving spouse and in part out of other property, the amount receivable as 
such insurance purchased with such community property is such portion of the 
total amount receivable as the amount of such community property so paid bears 
to the total amount of the premiums or other consideration paid. The amount 
to be subtracted on account of deductions under section 812(b) is to be computed 
by a mathematical calculation as provided in clause (iv). 

In this connection, it may be pointed out that section 812(e) (1) applies to an 
interest in community property (and in property formerly held as community 
property) and a marital deduction may be allowed with respect to such an interest. 
However, by means of the 50 per cent limitation, the deduction may be reduced 
or eliminated. Thus, if a decedent's gross estate includes separate property in 
addition to his interest in community property, the marital deduction is allowable 
to the extent of the value of the separate property reduced (as provided in clause 
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(iv) of such subparagraph (B) ) by a portion of the deductions under section 
812(b). If the value of a decedent's gross estate is $800, 000, consisting of 
$200, 000 for his interest in separate propertv (which is not for the purpose of 
section 812(e) (2) (B) considered as community propertv) and $100, 000 for his 
interest in community propertV, and the decedent by his will bequeaths $100, 000 
to his surviving spouse, a marital deduction is allowed in an amount not in excess 
pf 50 per cent of the balance of $200, 000 remaining after subtracting the amount 
computed under clause (iv) for deductions. It is immaterial whether the decedent 
bequeaths his interest in separate property or community property to the surviving 
spouse. However, if the only property included in determining the value of the 
decedent's gross estate is the value of his interest in community property, no 
marital deduction will be allowed because the adjusted gross estate will be zero. 

The property "held as such community property, " referred to in clauses (i), 
(ii), and (iii) of subparagraph (B) is community property with certain ex- 
clusions and additions. By reason of the next to the last sentence of subparagraph 
(B), such community property does not include property held as community 
property where the interests of the spouses are determined under the law of 
California in eifect prior to July 29, 1927. Such community property also does 
uot include property merely because it was once held as community property by 
the decedent and a person who is not the decedent's surviving spouse. 

However, under subparagraph (C) there is included in the category of property 
"held as such community property" certain separate property acquired by the 
decedent as a result of a conversion of community property (not excluded under 
the rules previously stated). If the decedent and and his surviving spouse at any 
time held property as community property, it will be necessary to ests. blish such 
part of the value of any separate property included in the gross estate which is 
not to be considered "held as such community property. " However, only con- 
versions of community property to separate property in the calendar year 
1942 and such conversions after the date of enactment of the bill come within 
the rule. The separate propertv acquired by the decedent in such a conversion 
aud any property at any time acquired after such conversion by the decedent in 
exchange for such separate property (by one exchange or a series of exchanges) 
is considered as "held as such community property. " This rule applies to parti- 
tions and other conversions of community property, including conversions to a 
joint tenancy, tenancy by the entirety or any other form of coownership, whether 
the partition or other conversion is effected by one transaction or a series of 
trarisactions. Thus, if in 1949 a husband transfers to his spouse all of his interest 
in Blackacre held by them s. s community property and such spouse at the sarnue 

time (or any other time under an arrangement designed to effect a partition) 
transfers all of her interest in other community property to her husband, sub- 
paragraph (C), upon the death of one spouse, is applicable to the separate prop- 
erty so acquired by the decedent. If in such a case, the value of the separate 
property each spouse so acquired bv such transaction (or series of transactions) 
is equal at the time of their acquisition, the entire separate property so acquired 
by the decedent is considered as "held as such community property. " 

Subparagraph (C) (ii) hks a special rule applicable to cases where the value 
(at the time of the conversion) of the separate property so acquired by the 
decedent exceeded the value (at such time) of the separate property so acquired 
by the decedent's spouse. In such a case, only that part of such separate property 
(acquired by the decedent by such conversion) which is equal to such value of the 
sepkrate property so acquired by such spouse is considered as "held as such 
community property. " The portion of such separate property so considered is 
not merely an amount equal to the value of the spouse's separate property but 
is a fractional part of the property, and the same fractional part of every prop- 
erty acquired by the decedent in exchange (by one exchange or a series of 
exchanges) for such separate property is to be considered "held as such com- 
munity property. " If the decedent's spouse tr" nsfers to the decedent during his 
lifetime all her interest in community property and such property is included 
in determining the value of the decedent's gross estate, then no part of the value 
of such property is considered "held as such community property" and no part 
of such value is to be subtracted from the value of the gross estate in computing 
the value of the adjusted gross estate. 

The following example will illustrate the application of clause (ii). Black- 
acre and 100 shares of stock were held. by H and W, his spouse, as community 
property, and in 1942 H received the shares of stock as his separate property 
and W received Blackacre as her separate property. At the time of the con- 



version, the shares of stock were worth $100, 000, and. Blacks. cre was worth 
$30, 000. Thereafter H sold the shares of stock and invested the proceeds in 
Whiteacre, which he owned at the time of his death in 1949. Only 80 per cent 
of Whiteacre is considered as property "held as such community property, " for 
upon application of clause (ii) such 80 per cent is obtained in dividing $80, 000 
(value of property received by W) by $100, 000 (value of property received 
by the decedent at the time of the conversion). 

Separate property considered under subparagraph (C) as property "held as 
such community property" is considered so held for the purposes of clauses 
(i), (ii), and (iii) and the application of the amount subtracted under such 
clauses in the ratio in clause (iv). This rule for treating certain separate 
property as community property, ho~ever, does not apply to separate property 
(and separate property a. cquired in exchange therefor) acquired by a conversion 
to separate property of community property where the interests of the spouses 
in such community property is determined under the California law in effect 
prior to July 29, 1927. On the other hand, the rule does apply (subject to the 
limitai:ions as to time and the portion of property considered "held as such 
community property ") to separate property acquired by conversion of any other 
community property held by the decedent and his surviving spouse, no matter 
how or from whom such other community property was obtained. 

SECTION 3 3 3. PROPERT% PREVIOIISLY TAXED. 

The principal amendment made by this section generally disallows with 
respect to property passing between spouses the deduction under section 812(c) 
of the Code i' or property previously taxed. The deduction will not be allowed 
with respect to propertv received by a decedent (for whose estate the deduction 
under section 812(c) is being computed) from a prior decedent who died after 
the date of enactment of the bill or from a donor by gift after such enactment. , 
if such prior decedent at the time of death, or donor at the time of the gift, 
was the spouse of the decedent. 

The deduction with respect to any property is disallowed if such property is 
disqualified under (A), (B), or (C) of the first new paragraph added to section 
812(c). A deduction is not prohibited under (B) with respect to property received 
from the decedent's spouse by a gift made prior to the enactment of tne bill. 
However, the deduction with respect to such property will not be allo~ed if the 
property is disqualified as property received from a prior decedent under (A), 
regardless of whether an estate tax was paid by the estate of the prior decedent. 
Thus in the case of such a gift the deduction will not be allowed with respect to 
such property if it is required to be included in the donor's gross estate, where 
such donor died after the enactment of the bill and prior to the decedent's death, 
and such donor at the time of the donor's death was the spouse of the subsequent 
decedent. 

The deduction under section 812(c) is disallowed under this amendment re- 
gardless of whether a marital deduction was allowed under section 812(e) 
in computing the net estate of the prior decedent or under section 1004(a) (3) 
in computing the net gifts of the donor. The amendment is not applicable under 
section 861(a) (2) in computing the deduction for property previously taxed in 
the case of estates oi' nonresidents not citizens of the United States. 

The disqualification (for the deduction) extends to property acquired by the 
decedent in exchange (which includes a series of exchanges) for property dis- 
qualified under (A), (B), or (C) of the first new paragraph added to section 
812(c). Where property is hejd at the time of the prior decedent's death in 
joint ownership with right of survivorship, the interest of the surviving spouse 
is considered received from such prior decedent to the extent of the part of such 
property included in determining the value of the prior decedent's gross estate. 
If property' is given by a third party to a husband and wife as joint tenants 
and upon the death of the husband one-half of such property is included in 
determining the value of his gross estate, then one-half of such property is re- 
ceived by the surviving spouse from the husband and one-half is received from the 
doilol. 

Another provision added in your committee bill identifies the donor in the 
case of a gift to the decedent where such gift is, by reason of the provisions 
of section 1000(f) of the Code (as added by section 874 of this bill), considered 
made one-half by a husband and one-half by his wife. The gift tax rule under 
section 1000(f) is to be applied and each spouse is considered as the donor to the 
extent of one-half the gift. Thus, a gift from an individual of $80, 000 to the de- 
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cedent will be considered for purposes of section 812(c) as a gift of $25, 000 from 
such individual and of $25, 000 from his spouse if the gift is so considered for gift 
tax purposes. In such a case, if the husband paid a gift tax with respect to any 
part of the $25, 000 considered as a gift by him but gift tax was not paid with 
respect to the $25, 000 considered as a. gift by his spouse (by reason of the 
830, 000 exemption under the gift tax), the deduction under section 812(c) is 
allowed only with respect to the $25, 000 gift (or property acquired in exchange 
therefor) from the husband. 

Another amendment to section 812(c) of the Code provides that the deduction 
otherwise allowable for property previously taxed (as in the case of property 
received from a person not the decedent's spouse) is to be reduced by a pro- 
portionate part of the amount of the marital deduction allowed under section 
812(e) in computing the decedent's net estate. This reduction is consistent with 
the reduction under existing law on account of the deductions for claims, etc. , 
under section 812(b) and bequests to charity under section 812(d). 

BKCTION 668. CREDIT FOR GIFT TAX. 

This section, which was not contained in the bill as it passed the House, 
amends sections 813(a) (2) and 930(b) of the Code, relating to the credit against 
the estate tax for certain gift taxes paid with respect to property included in 
determining the value of the gross estate of the decedent. These amendments 
give effect in computing the credit for the gift tax to the estate and gift tax 
provisions for a marital deduction under sections 812(e) snd 1004(a) (3) of the 
Code, as added by the bill, and to the gift tax provisions for splitting of gifts 
of spouses to third parties under section 1000(f) of the Code, as added by the bill. 

The credit for the gift tax provided in section 813(a) (2) is subject to two 
'limitations: The first limitation is that now contained in subparagraph (B) of 
such section, and the second limitation is that now contained in subparagraph 
(A) of such section. The first limitation is continued, except for clarifying 
changes in language, in clause (i) of a new subparagraph (D). Under this 
limitation, the credit for gift tax paid with respect to any gift is the amount 
'which bears the same ratio to the total tax paid for the year in which the gift 
was made as the amount of such gift bears to the total amount of net gifts 
'(computed without deduction of the specific exemption) for such year. Clause 
(ii) of the new subparagraph (D) is a new provision which is applicable for 
the purpose of the rule contained in subparagraph (D) (i). Under this clause 
(ii), the amount of the gift which is used in the ratio for determining the total 
tax paid attributable to a gift does not include the amount of the annual ex- 
'clusion ($3, 000 under existing law) allowed with respect to such gift. The 
amount of the gift also does not include the amount allowed with respect to such 
gift as a charitable deduction or as a marital deduction. Thus, for the purpose 
of the computation under new subparagraph (D), if the only gift of the donor 
to his spouse during a calendar year, and after the enactment of the Revenue 
Act of 1948, was $10, 000, the amount of such gift for the purpose of the com- 
putation under subparagraph (D) is $2, 000; that is, the $10, 000 reduced by 
the $3, 000 annual exclusion and further reduced by the $5, 000 marital deduction. 
The provisions of clause (ii), to the extent that they eliminate from the amount 
of the gift the annual exclusion and the charitable deduction, represent existing 
law. 

The second limitation on the amount of the credit for gift tax is continued 
in subparagraph (A) of section 813 (a) (2) with certain qualifications. In 
general, under existiz, g law this provision limits the credit to (1) an amount 
which bears the same ratio to (2) the basic estate tax as (3) the value of so 
much of the property which constitutes the gift as is ncluded in the gross 
estate bears to (4) the value of the entire gross estate. The only change in such 
subparagraph (A) itself is the elimination from (4), the value of the entire 
gross estate, of the aggregate amount of the deductions allowed under se'ction 
812 (d) and (e) 

' 

(relating respectively to the charitable deduction and the 
marital deduction). The effect of this provision is to make the amount in (4) 
smaller and accordingly to allow, generally, a larger credit for the gift tax 
where this limitation is applicable than'would be allowed if this change were 
not made. 

The amount in (3), the value of so much of the property which constitutes the 
gift as is included in 'the gross estate, in the ratio si. ated in subparagraph (A) 
is to be recluced as provided in new subparagraph (B). The value (which is the 
value at the time of:the gift or at the time of the death, whichever is lower) 



is to be reduced first by such amount as will properly refiect the amount of such 
gift which was excluded on account of the annual exclusion in determining the 
total amount of gifts made during the year in which the gift was made. This 
reduction has long been prescribed by Treasury regulations and represents 
existing law. 

The amount in item (3) in the ratio is also to be reduced if a marital deduction 
with respect to the gift is allowed under section 812(e). If the 50 per cent 
limitation on the deduction under 812 (e) is not applicable (because the aggregate 
deductions for the value of the interests passing to the surviving spouse does not 
exceed 50 per cent of the adjusted gross estate), then the amount in item (3) is 
zero and consequently no credit for the gift tax with respect to such gift is 
allowed. If, however, the 50 per cent limitation is applicable, then the amount 
by which the value in item (3) is to be reduced with respect to each gift i'or 

which there is a marital deduction under section 812(e) (1) (without regard to 
subparagraph (H) thereof) is to be determined by the ratio in clause (ii) of 
subparagraph (B) of section 813(a) (2). The amount of the reduction in such 
case is an amount which bears the same ratio to such value in item (3) (before 
this reduction, but after the reduction for the annual exclusion under c)ause (i) ) 
as the aggregate amount of the marital deductions under section 812(e) (after 
the 50 per cent limitation) bears to the aggregate amount of such marital 
deductions computed without regard to such 50 per cent limitation. 

The reduction of the value to be used in the ratio where an estate tax marital 
deduction is allowed with respect to the gift is illustrated by a case in which 
property with a value of $103, 000 (at the time of the gift and at death) is trans- 
ferred in fee by the decedent by gift in 1949 in contemplation of death to his 
spouse and included in the decedent's gross estate. If, in addition, bequests to 
the surviving spouse for which marital deductions are allowable under section 
812(e) (1) (A) were made in an amount equal to $297, 000, and the value of the 
adjusted gross is $B00, 000, the aggregate amount of deductions permitted under 
section 812(e) is $300, 000. In such a case, the value of so much of the property 
which constituted the gift as is included in the gross estate, before reduction 
of such value as provided in new subparagraph (B) of section 813(a) (2), is 
$103, 000. It should be noted that this amount is the value of the property without 
regard to any marital deduction which may have been allowed for gift tax 
purposes with respect to the gift to the spouse. The amount of $103, 000 is, 
however, reduced (assuming this was the first or only gift by the decedent during 
the year to his spouse) by $3, 000 on account of the exclusion under the gift tax 
(the value of the property not having changed), as provided in clause (i). The 
balance of $100, 000 is further reduced, as provided in clause (ii), by the portion 
of such amount for which a marital deduction is allowed. This portion is 
$75, 000, which is that part of $100, 000 which $300, 000 (the total amount deducted 
under section 812(e) ). bears to $400, 000 (the aggregate marital deductions with- 
out regard to the 50 per cent limitation). 

The gift referred to in clause (ii) with respect to which a marital deduction is 
allowed is not intended to include gifts of property which, solely by reason 
of being brought into the gross estate (such as a gift in contemplation of death 
which is not itself deductible under section 812(e) ), increased the adjusted gross 
estate and hence the aggregate amount of deductions under section 812 (e). 

If a so-called charitable deduction is allowed with respect to a gift, the amount 
in item (3) is to be reduced so as to not allow any credit for the gift tax with 
respect to such gift. A case in which this provision would be applicable is the 
following: The decedent during his life transferred in contemplation of death 
property in trust to pay the income to X for his life and, upon the death of X, 
to terminate the trust and distribute the corpus to the Y Foundation. The Y 
Foundation at the time of the gift, did not qualify as a charitable institution 
for which a deduction was allowable under section 1004(a) (2) for the purpose of 
the gift tax, but at the time of the decedent's death did qualify as a charitable 
institution under section 812(d) for which a deduction in computing the net 
estate is allowable. In such a case, in applying the limitation in subparagraph 
(A) for the purpose of determining the credit with respect to the gift to the 
Y Foundation, the amount in item (3) of the ratio will be reduced to zero. 

In applying clauses (ii) and (iii) of subparagraph (B) "such gift", referred 
to therein, for which a marital deduction or charitable deduction is allowed, 
as the case may be, is the gift to the surviving spouse or the gift to the charity 
and does not include a gift to any other person even though such person and 
the surviving spouse (or the charity) received an interest in property under the 
same deed of gift. Thus, in the example giveu in the preceding paragraph of the 



transfer to X for life and then to the Y Foundation, there are two gifts, one 
to X and the other to Y; and the amount of "such value" to be reduced as 
provided in clause (iii) is the value which would be included in item (8) of the 
ratio with respect to the gift to Y. 

I)ader the provisions of the bill the computation of credit for gift tax (under 
both limitations) is required separately with respect to each gift and the law 
is intended to operate on the basis of such separate computation. 

In the case of a gift to a spouse of an interest as sole joint tenant with the 
donor or as a tenant by the entirety, a marital deduction equal to onc-half of 
the value of such interest is allowed in computing net gifts by reason of the 
provisions of section 1004(a) (8) (C) of the Code (as added by section 372 of the 
bhq). In such a case, in computing the credit for the gift tax under the limitation 
in new subparagraph (D) of section 813(a) (2), the amount of the gift used 
in the ratio under such limitation does not include the amount of the marital 
deduction allowed under section 1004(a) (3) with respect to the gift. In com- 
putmg the credit for the gift tax under the limitation in subparagraph, (A) of 
section 813(a) (2), the value of so much of the property which constituted the 
gift as is included in the gross estate is (before reduction of such value as 
provided in subparagraph (B) ) the value, at the time of the gift or at the time 
of the death, whichever is lower, of the interest given as joint tenant or as 
tenant by the entirety. 

The limitations on the credit in the case of a gift of a joint interest is illustrated 
by a case in which a donor in 1949 purchases Blackacre, having a value of $206, 000, 
for himself and his spouse as joint tenants. He thereby makes a gift of $103, 000 
for which a gift tax marital deduction of $51, 500 is allowed. The amount of the 
gift for the purposes of the credit for gift tax paid with respect to such gift, 
computed under new subparagraph (D), is $48, 500 (that is, $103, 000 reduced by 
the $3, 000 exclusion and $51, 500 marital deduction). Assuming that the value 
of Blackacre remained unchanged at the donor's death, $206, 000 is included in his 
gross estate with respect to Blackacre and a marital deduction is allowed in the 
amount of $206, 000 under section 812(e) (1) (A) (before application of the 
50 per cent limitation). However, the value to be used in the ratio for computing 
the limitation under subparagraph (A) (before reduction under subparagraph 
(B) ) is $103, 000, which was the value of the interest transferred by gift. Assume 
the decedent's adjusted gross estate (including the value of the joint tenancy) 
was $1, 000, 000, of which $594, 000 (in addition to the survivorship interest) passed 
to his surviving spouse. The aggregate amount of marital deductions, therefore, 
is limited to $500, 000. In such case, the credit for the gift tax paid, determined 
under the limitation in subparagraph (A), is that portion of the estate tax used 
in the ratio which $37, 500 bears to $500, 000 (the gross estate reduced by the mari- 
tal deductions allowed). The amount $37, 500 is obtained by reducing $103, 000 
first by the $3, 000 exclusion and by reducing the balance, $100, 000, by $62, 500; that 
is, that portion of $100, 000 which $500, 000 (the aggregate amount of marital de- 
ductions allowed under section 812(e) bears to $800, 000 (the aggregate marital 
deductions under section 812(e) computed without the 50 per cent limitation). 

A new subparagraph (C) is added to section 813(a) (1) for determining the 
credit for the gift tax in the case of gifts which, for purposes of the gift tax (under 
section 1000(f) of the Code, as added by section 374 of the bill) are considered 
made one-half by the decedent and one-half by his spouse. The principal effect 
of this provision is to allow the estate of a decedent who was the actual donor 
of the gift a gift tax credit with respect to the entire gift. 

It is contemplated under this provision that the credit will be computed with 
respect to both halves of the gift. Thus, with respect to the half considered a 
gift by the decedent for gift tax purposes, the credit is computed as provided 
in new subparagraph (D) for the proportionate part of the gift tax of the 
decedent paid with respect to such half. A credit is also allowed such decedent's 
estate for the proportionate part of the gift tax of his spouse paid with respect to 
the half considered as a gift made by her, also computed by applying new sub- 
paragraph (D). In determining the limitation in subparagraph (A) with respect 
to the portion of the estate tax attributable to the gift actually made by the 
decedent, such limitation is applied with respect to the combined value of the two 
halves of such gift, the value of each half being erst separately reduced as provided 
in subparagraph (B). 

In the case of property held by the decedent and his spouse jointly a gift of 
such propertv by them results, if section 1000(f) of the Code is made applicable 
by a proper consent, in a gift by each spouse of one-half of his undivided interest 
and of one-half of his spouse's undivided interest. In such a case, the decedent 



is entitled to a credit for the gift tax paid with respect to his interest in the 
property which can be included in the value of his gross estate. Therefore, the 
credit is allowed in the case of such a decedent for the gift tax paid with respect 
to the half of his interest considered a gift by him and for the other half of his 
interest considered a gift by his spouse. 

Thus, if a husband and wife each contribute $20, 000 to purchase Blackacre 
(having a value of $40, 000) as joint tenants, and convey Blackacre by gift to their 
son, and section 1000(f) of the Code is made applicable, each is considered as 
having made a gift of $20, 000. Each spouse has given $10, 000 of his half interest 
in Blackacre, and $10, 000 of his spouse's half interest in Blackacre. AssumIng 
$20, 000 is included in the husband's gross estate by reason of the transi'er, his 
estate is entitled to credit for the gift tax paid for the gift of $10, 000 considered 
made by him of half of his interest in Blackacre and for the gift of $10, 000 cpn 
sidered made by his spouse out of the other half of the decedent's interest in 
Blackacre. The credit with respect to such $10, 000 gift considered made by his 
spouse is computed under new subparagraph (D) as applied to the gift tax of 
such spouse. Thus, if by reason of the exemption allowed in computing net 
gifts, no gift tax is paid with respect to the gift by the spouse of the decedent, the 
decedent's estate is entitled to a credit only with respect to the gift tax paid with 
respect to his gift of $10, 000 out of his half interest in Blackacre, even though 
he also pays a gift tax with respect to the $10, 000 gift considered made by him 
out of his spouse's half interest. The eKect of the provision, therefore, is to 
allow the decedent's estate a credit upon the average gift-tax rate as between the 
spouses vvith respect to the gift of the jointly held property. If an exemption or 
B. n exclusion is allowed, with respect to the transfer of the joint property by gift, 
in computing net gifts of a spouse, the amount so allowed shall be considered 
allowed one-half' with respect to the gift made by such spouse out of his interest 
in the property and one-half with respect to the gift considered made by such 
spouse out of the other spouse's interest in the property. 

Amendments corresponding to those made in section 818(a) (1) are. also made 
in section 986(b), relating to the credit against the additional estate tax for gift 
taxes paid. 

The amendments made by this section are app]icable Ivith respect to estates of 
decedents dying after the date of enactment of the bill. These amendments are 
applicable in computing the credit against the estate tax in the case of estates 
of nor. residents not citizens of the United Sta. tes (although the amendments with 
respect to gifts for which a ms. rital deduction is allowed will have limited eifect 
because such deduction is not allowed in the case of a nonresident alien donor 
and a nonresident alien decedent). 

SECTION 364. OPTIONAL VALIIATION. 

The amendment made by this section to section 811(j ) of the Code, relating to 
the optional method of determining the value of the gross estate, is made neces- 
sary by section 361 of the bill providing for a marital deduction in computing the 
uet estate. 

This amendment extends to the valuation of an interest in property for which 
a marital deduction is allowed substantially the same rule as is applicable under 
existing law in determining under the optional valuation method the value of 
any charitable bequest for which a deduction is allowed under section 812(d) of 
the Code. 

SECTION 365. LIABILITY OF LIFE INSURANCE BENEFICIARIES, ETC. 

Section 826 (c) and (d) of existing law provides a. rule of apportionment with 
respect to the contribution on account of estate tax paid which the executor may 
collect from the beneficiaries of insurance policies on the decedent's life and from 
the recipients of property over which the decedent had a power of appointment. 
This section of the bill, which Ivas not contained in the bill as it passed the House, 
is designed to give proper effect, in apportioning any liability under section 826 
(c) nr (d) in the case of the decedent's surviving spouse, to the marital deduction 
al(owed under section 812(e) of the Code (as added by section 861 of the bill) 
wIth respect to such insurance proceeds or property (subject to the power) which 
passed to her. 

If the aggregate amount of marital deductions under section 812(e) is allowed 
(without limitation under section 812(e) (1) (H) to 50 per cent of the adjusted 
gross estate) section 826(c) and section 826(d) do not apply to such insurance 
proceeds or property (subject to the poIver) for which a marital deauction is 
alloIved. If the 50 per cent limitation is applicable, an order of priority is estab- 



. lished bv the amendment for determining the portion of the insurance proceeds 
or property (subject to the power) receivable by the surviving spouse for which 
the marital deduction was allowed. In such a case, the marital deduction is con- 
sidered allowed first with respect to the insurance proceeds to the extent of the 
amount of such proceeds so receivable, and second (the balance of the marital 
deduction) is considered allowed with respect to the property (subject to the 
power) to the extent of the value of such property. The amendments, however, 
do not change the apportionment under existing law in the case of insurance 
proceeds or property (subject to the power) receivable by the surviving spouse 
(or any other person) for which no marital deduction is allowed. 

SECTION 366. BASIS OF SURVIVING SPOUSE S INTEREST IN COMMUNITY PROPERTY. 

This section, not contained in the House bill, amends section 118(a) (5) of the 
Code, relating to the basis for determining gain or loss for income tax purposes. 
The amendment prescribes for the surviving spouse, after the death of the de- 
cedent, a new basis for her portion of the property held, at the time of such death, 
by the decedent and his spouse as community property. Under existing law, the 
surviving spouse's basis for such property is the same after the death of the de- 
cedent as before. Under the amendment, the surviving spouse is regarded, a+ter 
such death, as acquiring such portion of the community property by devise, 
bequest, or inheritance, with the same basis S. s if so acquired from the decedent. 
Except in the case of certain foreign personal holding company stock, this basis 
is 'the fair market value of the property at the time of the decedent's death, or 
in case the executor of the decedent's estate elects the optional valuation date 
under section 811 (j ), such value at such date. 

The amendment applies only if at least one-half of the whole of the community 
interest in such property was includible in determining the value of the decedent's 
gross estate under section 811. Thus a husband will not have a new basis for his 
part of the community property upon the death of his wife in those situations in 
which her interest in their community property is not subject to the estate tax 
because of the limited nature of her interest, as is the case with community prop- 
erty under the law of Nevada and New Mexico, and certain community property, 
under the law of California, acquired by the community prior to April 10, 1928, 

The amendment applies only with respect to community property where the 
decedent died after the date of the enactment of the bill. 

PART III — GIFT TAx. 

SECTION 371. GIFTS OF COMMUNITY PROPERTY. 

Section 1000(d) of the Internal Revenue Code provides a special rule for 
treatment of transfers of community property bv gift. This section of the bill, 
which is +he same as section 854 of the bill passed by the House, provides that 
section 1000(d) shall be applicable only to gifts made after the calendar year 
1942 (when the gift tax provisions of the Revenue Act of 1942 first became effec- 
tive) and on or before the date of enactment of this bill. Thus, in the case of a 
gift of community property after the date of enactment of this bill the extent to 
which the gift is that of the husband and wife shall be determined without regard 
to section 1000(d) of the Code. However, for the purpose of the computation of 
tax under section 1001 of the Code, section 1000(d) shall be applicable in deter- 
mining net gifts with respect to gifts of community property made after the 
calendar year 1942 and on or before the date of the enactment of this bill. The 
net gifts for such period are included in the net gifts for preceding calendar years, 
to which are added the net gifts made for a current calendar year in order to 
determine the-rate at which the net gifts for the current calendar year will be 
taxed. The above application of section 1000(d) is limited to the purposes of 
the gift tax and does not apply in determining the extent to which transfers oi 
community property are transfers by the decedent under the estate tax. 

SECTION 372. MARITAL DEDUCTIONS 

This section adds a new paragraph (8) to section 1004(a) of the Code so as to 
provide a marital deduction in computing net gifts of citizens and residents of 
the United States. This gift tax marital deduction corresponds to the estate tax 
marital deduction provided under section 812(e) of the Code, as added by section 
861 of the. bill. The provisions of section 1004(a) (8) are intended to be construed 
in the same manner as the corresponding estate tax provisions. 
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The marital deduction with respect to any gift is allowed only for gifts after 
the date of enactment of the bill. It is not allowed in the case of gifts by 
nonresident aliens, but is allowed in the case of a gift by a citizen or resident to 
his nonresident allen spouse. 

The general rule for the gift tax marital deduction is set forth in subparagraph 
(A) of section 1004(a) (8). Under this rule, the marital deduction is an amount 
equal to one-half the value of any gift of an interest in property to a donee 
w'ho at the time of the gift is the donor's spouse. This general rule corresponds 
to the general rule under section 812(e) (1) (A) in the ease of the estate tax 
marital deduction. It should be noted, however, that the gift tax marital deduc- 
tion is limited to half the value of the gift of an interest in property, whi]e the 
corresponding estate tax deduction is allowed for the entire value of an interest 
in property passing, but a limitation of 00 per cent of the value of the adjusted 
gross estate is placed on the aggregate amount of marital deductions under the 
estate tax. 

The marital deduction allowed under section 1004(a. ) (8) is determined with 
respect to each gift to a spouse. The marital deduction with respect to any gift 
is determined without regard to the annual exclusion ($8, 000 under existing 
law) allowed in computing the total amount of gifts to the donee spouse. 
Thus, if, after the enactment of the bill, the first gift (in the calendar year) of a 
donor to his spouse is $10, 000, there will be allowed an exclusion oi $8, 000 and 
a marital deduction of $5, 000 (one-half of $10, 000). A limitation on the total 
marital deductions allowed for each year to the total amount of the gifts for 
which such deductions a. re allowable is provided by an amendment made by 
section 878 of the bill to section 1004(c) of the Code. 

The deduction is allowed only with respect to a gift to a donee who at the time 
of the gift is the donor's spouse. Thus no marital deduction is allowed with 
respect to a gift to an individual who was not the donor's spouse at the time of 
the gift even though such individual was the donor's spouse some other time 
during the calendar vear for which the gift was made or any other time. 

The general rule of subparagraph (A) is subject to the exceptions provided iu 
the subsequent subparagraphs of section 1004(a) (8). Subparagraph (B) con- 
tains an exception with respect to life estates and other terminable interests gen- 
erally corresponding to the provisions of section 812(e) (1) (B). Clause (i) of 
subparagraph (B) corresponds to the provisions of clauses (i) and (ii) of section 
812(e) (1) (B) in disallowing the marital deduction with respect to terminable 
interests in property in which the donor also transfers or has transferred. an 
interest to a person other than his spouse or her estate. 

In addition, clause (i) of section 1004 (a) (8) (B) disallows a marital deduction 
in the case of a gift of a terminable interest if the donor retains in himself an 
interest in the property and if by reason of such retention the donor (or his-heirs 
or assigns) may possess or enjoy anv part of such property after the termination 
or failure of the interest transferred to the donee spouse. The same concepts are 
applicable in determining whether the donor has retained an interest in the prop- 
erty in which he gives an interest to his spouse as are applicable in the ease of a 
transfer by him of an interest to any other person. For example, if a donor 
purchases an annuity contract payable to his wife for her life with refund of any 
undistributed portion of the fund to the donor or his estate, no marital deductioa 
is allowed. If the donor purchases an annuity contract providing for pavments 
to be made first to the donor for his life and then. to his spouse for her life, if 
surviving the donor, and for no refund of any unpaid portion of the fund, no 
marital deduction is allowed; for the donor may, if he survives his spouse, possess 
or enjoy his retained interest after the failure of' her interest. If the contract 
provides for a refund to the spouse's estate of any unpaid portion of the fund, a 
marital deduction is not allowed; for the right to any refund may terminate 
prior to the donor's death. 

Special rules are also provided in subparagraph (B) in cases in which the donor 
has or retains a power to appoint an interest in property. For the purposes of 
clause (i), an exercise or release at any time by the donor, either alone or in con- 
junction with any person of a power to appoint an interest in property, even 
though not otherwise a transfer, is considered as a transfer by the donor. This 
rule is applicable, for example, in a cash in which. the donor was the sole beneficiarV 
of the income from a trust and had the power to appoint the corpus of. the trust 
upon its termination. If the donor released his power to appoiut (his spouse not 
being the taker in default of appointment) and assigned his entire income interest 
to his spouse, the marital deduction is not allowed with respect to the gift to the 
spouse. The release of the power is considered a transfer by the donor to the 
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taker in default. It is immaterial whether the power so released is a power of 
appointment within the definition in section 1000(c) of the code or whether such 
release was for gift tax purposes (other than clause (i) ) considered a transfer, 
or whether the power was released any time before or at the same time as the gift 
to the spouse. 4 release of a power includes the failure to exercise a power to the 
extent such failure has the effect of terminatiug the power. 

Clause (ii) of section 1004(a) (8) (B) has a special rule for treating a power 
to appoint possessed by the donor immediately after the gift to his spouse as an 
interest in property retained by the donor. Thus, if the donor has a power of 
appointment over Blacl-acre and appoints a life estate in Blackacre to his spouse, 
retaining the power to appoint the remainder interest, a Inarital deduction is not 
afiowed with respect to the gift to his spouse. The retained power need not be 
a taxable power of appointment under section 1000(c) in order to disqualifv the 
interest given to his spouse for the marital deduction. 

The donor is considered as having immediately after the transfer to his spouse 
a retained power to appoint even though such power to appoint can not be exer- 
cised until after the lapse of time, upon the occurrence of an event or contingency, 
or upon the failure of an event or contingency to occur. Under this provision the 
donor is considered as having immediately a power to appoint where he has a 
power the exercise of which can be made effectively only in the future. Thus, if 
the donor is entitled to the income of a trust for 10 years with power to appoint 
the corpus after such period, a gift of the income interest to his spouse does not 
qualify for a marital deduction. If a husband gives the entire interest in prop- 
erty to his spouse and, by what is in effect a part of the transaction, she gives 
him a power to appoint any interest in such property, the marital deduction is 
not allowed with respect to the gift by the husband, 

Subparagraph (C) of section 1004(a) (8) corresponds to subparagraph (C) of 
section 812(e) (1) under the estate tax. This provision has particular applica- 
tion under the gift tax to gifts in trust under which the donor's spouse has the 
remainder interest or the trust income and a power to appoint to herself or her 
estate. In such cases this provision has the effect of reducing the marital deduc- 
tion on account of the value of assets transferred by the donor in trust for which 
3 marital deduction would not be allowed if such assets were transferred by gift 
from the donor to such spouse. 

Subparagraph (D) of section 1004(a) (8) takes out of the rule for terminable 
interests a gift by a donor to his spouse as joint tenant with the donor or as 
tenant by the entirety, and permits a marital deduction. If the spouse is not the 
sole joint tenant with the donor, the rules of subparagraph (B) operate to dis- 
allow entirely the deduction for the gift to the spouse of an interest in the joint 
tenancy. 

Subparagraph (E) of section 1004(a) (8) also contains an exception from the 
terminable interest rule, applicable in the case of certain gifts in trust with a 
power of appointment in the donee spouse. This provision corresponds to section 
812(e) (1) (F), with respect to the estate tax marital deduction. 

Subparagraph (F) of section 1004(a) (8) disallows the marital deduction in 
the ease of gifts of the donor's interest in community property and of his interest 
in certain separate property which is, for the purposes of this provision, consid- 
ered as community property. The rules in this subparagraph for determining 
such separate property which is considered as community property correspond 
generally to similar provisions contained in section 812(e) (2) (B) and (C) with 
respect to the estate tax marital deduction. The community property referred 
to is property held as community property with the person who is the donor's 
spouse at the time of the gift. Thus the rule is not applicable with respect to 
separate property which never was held as community property with the donee 
spouse although it may have been held as community property with a former 
spouse of the donor. 

The gift tax amendments providing for a marital deduction do not contain any 
provision corresponding to the disclaimer provisions under the estate tax marital 
deduction (section 812(e) (4) of the Code, as added by section 861 of the bill). 
Such provisions are unnecessary under the gift tax for the reason that if any 
person disclaims or refuses an attempted gift a transfer by gift is not considered 
made. 

SECTION 373. TKCIINICAL AMENDMENT„ 

This section amends section 1004(c) of the Code, relating to the extent of deduc- 
tions allowed in computing net gifts. The amendment has the cft'ect of limiting 
the marital deduction with respect to gifts to a spouse in any calendar year to the 
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amount of such gifts included for the purposes of computing net gifts. Thus if 
the only gift by a donor to his spouse during a calendar year is $5, 000, an exclu- 
sion of $3, 000 is allowed so that the amount included in net gifts is $2, 000. A 
marital deduction is allowed in the amount of $2, o00 by section 1004(a) (3) but, 
limited by section 1004(c) to $2, 000. Section 1004(c) applies only to the total 
deductions allowed under any one paragraph of section 1004 in computing net 
gifts. Its operation is illustrated by the following case: A donor transferred 
$4, 000 by gift to his spouse in January, 1949, and $4, 000 by gift to her in July, 
1949, and made no other gifts to her during the year. The marital deductions 
allowed under section 1004(a) (3) in such a case (without regard to section 
1004(c) ) total $4, 000 (that is, two deductions of $2, 000 each). Since only one 
$8, 000 annual exclusion is allowed for the gifts to the donee spouse, the extent 
to which the two gifts (total $8, 000) are included in the amount of gifts for the 
purpose of determining net gifts is $5, 000. Accordingly, since the total marital 
deductions ($4, 000) do not exceed $5, 000, the marital deductions are allowed 
in full. 

SECTION 374. GIFT BX IIUSBXND OR WIFE To TIIIRD PARTX. 

This section amends section 1000 of the Code, relating to the imposition of 
the gift tax, by adding a new subsection, designated (f), providing for the 
so-called "splitting" between spouses of gifts made to third parties. Subpara- 
graph (A) of section 1000(f) (1) provides the general rule whereby a gift by 
one spouse to any person other than his spouse is considered (if corsent has 
been signified as hereinafter explained) as made one-half by him and one-half 
by his spouse. This rule applies only to gifts made after the enactment of ihe 
bill and only if at the time of the gift each spouse is a citizen or resident of the 
United States. An individual is considered as the spouse of another individual 
for the purpose of this rule only if he is married to such individual at the 
time of the gift and does not remarry during the remainder of the calendar year. 

. Thus, if an individual who is not married makes a gift to X and later in the 
same calendar year marries Y, the gift to X can not be considered as a gift 
made one-half by such individual and one-half by Y in their gift tax returns for 
the calendar year in which the gift was made. 

A provision is added in your committee bill which applies in the case of a 
gift of an interest in property over which the donor creates in his spouse a 
power of appointment, as defined in section 1000(c) of the Code. An example 
of a case to which this provision applies is a case in which a husband creates 
a trust, the income of which is to be accumulated, and provides that his spouse 
shall have a testamentary power of appointment exercisable in favor- of any 
person, but in the event of a failure to exercise such power the property shall 
pass free of the trust to X. In such a case, no part of the interest subject to 
the spouse's power of appointment may for the purposes of section 1000(f) of 
the Code be considered as a gift to a third party. 

The splitting of gifts made by either spouse to third parties is not mandatory 
but is permitted only if both spouses consent. The consent if made with respect 
to any gift during the calendar year applies with respect to all gifts made to 
third parties during such calendar year. A. consent signified with respect to 
gifts ma. de in a calendar year is effective with respect to such gifts in computing 
the gift tax for all future calendar years in which such gifts enter into the base 
for computing the tax for such future years. 

The consent if made Ivith respect to any gift during the year applies to all 
gifts to third parties during the calendar year made out of community propertv, 
or property held by the spouses as joint tenants or as tenants by the entirety. 
In such a case each spouse is considered to have made a gift of one-half of his 
interest in joint property given and one-half of his spouse's interest in the 
joint property given. A consent signified does not have the effect of "splitting" 
any gift to the donor's spouse, even though no marital deduction is allowed under 
section 1004(a) (8) for such gift. 

The consent which is signified is effective to split the gifts of a spouse only 
for the purpose of the gift tax except as expressly provided elsewhere. Thus a 
consent signified for gift tax purposes does not affect the basis for income tax 
purposes under section 118(a) (2) of' the Code of the third party donee with 
respect to the property given. Section 812(c) of the Code is amended by section 
862 of the bill to provide special rules giving effect to such "splitting" of gifts 
in determining for the purposes of the estate tax the deduction for property 
previously taxed under the gift tax. Section 813(a) (2) of the Code is amended 
by section 868 of the bill to permit the decedent's estate a credit for gift tax 



paid with respect to property included in the decedent's gross estate but con- 
sidered for gift tax purposes as given one-half by his spouse. 

Paragraphs (2) and (8) of section 1000(f) provide special rules relating to 
the time and manner of signifying the consent and the revocation of a consent. 
These rules are modifications of corresponding provisions in the bill as passed 
by the House. A consent and the revocation of a consent shall be signified in 
such manner as is provided under regulations prescribed by the Commissioner 
with the approval of the Secretary. The time within which such consent or 
revocation may be signified, however, is subject to certain special rules. Inas- 
much as the Commissioner is authorized to provide by regulations the manner 
in which the consent may be signified, the Commissioner may require the consent 
to be signified on the returns of the spouses. 

Under subparagraph (B) of section 1000(f) (2) the consent may be signified 
at any time after the close of the calendar year in which the gift was made, 
subject to limitations of tirue beyond which the consent may not be signified. 
The general rule is that the consent may not be signified after the 15th day 
of March following the close of the calendar year in which the gift was made. 
An exception to this rule is made in cases where before such date no return 
was filed for such year by either spouse. In such cases the consent may not 
be signified after a return for such year is filed by either spouse. Under this 
rule if an extension of time is obtained for both spouses for filing their returns 
for the calendar year in which the gift was made, the consent may be signified 
at any time on or before the day the return of the spouse first to file is filed. 
A limitation on the exception is provided in cases in which a notice of deficiency 
with respect to the tax for the year in which the gift was made is, before both 
spouses have signified the consent, sent to either spouse in accordance with 
section 1012(a) of the Code. In such cases the consent can not be signified 
after the deficiency notice is mailed. 

The right to revoke a consent previously signified with respect to a calendar 
vear is subject to the time limitations prescribed in paragrs. ph (8) of section 
1000(f). The first limitation is that a consent signified on or before the 15th 
day of March following the close of the calendar year in which the gift was 
made can not be revoked after such 15th day. The second limitation is that 
a consent signified after such 15th day can not be revoked. Thus if the spouses 
obtain an extension of time for filing their returns to a date after March 15 and 
file the consent after March 15, such consent can not be revoked regardless of 
when the returns are filed. 

Paragraph (4) of section 1000(f) provides that if the consent is signified with 
respect to a gift in any calendar year the liability with respect to the entire 
tax imposed by Chaper 4 of the Code of each spouse for such year shall be joint 
and several. The consent referred to in this provision is a consent which is 
validly signified and not revoked. It is not contemplated under this provision 
that where one spouse pays tbe entire tax liability of both spouses any gift tax 
will result by reason of payment ot the liability of the other spouse. The provi- 
sion for joint and several liability applies with respect to the entire tax of 
each spouse for the calendar year and applies, therefore, with respect to gifts 
made between the spouses and also applies with respect to gifts of community 
property and property held in other forms of coownership. 
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Community property: 
Michigan, income of various types, treatment for Federal 

income tax purposes 
Pennsylvania Community Property Act, held invalid by 

'State supreme court, eff'ect 
Computations, elective inventory, regulations amended 
Consolidated returns filed by affiliated corporations fiscal years 

ended in 1947, election to file separate returns for 1948 
Contributions, agricultural products, fair market value 
Convention, tax, between United States and United King- 

dom, Regulations 111 amended 
Corporation business tax, New Jersey, accrual date for Federal 

income tax purposes 
Corpof ations: 

Affiliated— 
Consolidated income and excess profits tax returns 
Election to file separate income tax returns 

Mutual insurance companies or associations, exemption 
status 

Nonresident— 
Income tax withheld at source, treatment, 
Increment, Treasury bills issued at discount, tax with- 

held at source 
Western Hemisphere trade, goods lost in transit, insur- 

ance received, gain or loss 
Court decisions: 

Commissioner v. South Texas Lumber Co 
Commissioner v. Sunnen 
Commonuealth of Massachusetts et al. v. United States 
Jones, Collector, v. Liberty Glass Co 
Kaoanaugh, Collector, v. Noble 
Liberty Glass Co. ; Jones, Collector, v 
Noble; Kasanaugh, Collector, v 
South Texas Lumber Co. ; Commissioner v 
Sunnen; Commissioner v 
United States; Commonwealth ofiVassachusetts et al. v 

Credits: 
Post-war, treatment 
Tax imposed by Cuban Military Order 463 of 1900, etc 
Use tax imposed by Tennessee Retailers' Sales Tax Act 

Cuba, taxes imposed by Article III (b) of Cuban Military Order 
463 of 1900, etc. , deduct, ibility 

D 
Deductions: 

Amounts expended in developing farms, orchsrds, and 
ranches 

Attorneys' fees in certain estate tax eases 
Bad debts, reserve method of accounting, securities 
Damages (liquidated) paid United States by employer 

under Walsh-Healey Act 
Mississippi gasoline tax 
New Jersey corporation business tax, accrual date 
North Dakota motor fuel oil tax, treatment 

Depletion: 
Oil and gas wells, short-lived in-oil payment rights 
Rent, paid by husband, real estate owned as joint tenants 
Rhode Island sales and use taxes 
Tennessee— 

Tobacco tax 
Use tax 

12748 

12723 
12766 

12756 
12826 

12768 

12732 

12762 
12756 
12724 
12725 

12763 

12742 

12786 

12796 
12803 
12815 
12733 
12734 
12783 
12784 
12796 
12803 
12815 

12795 
12787 
12792 

12787 

12740 
12726 
12785 

12760 
12818 
12732 
12755 

12761 
12784 
12804 

12798 
12792 

52 

52 
16 

76 
15 

72 
76 
60 
04 

78 

64 

82 
7 

117 
102 
109 
102 
109 

82 
7 

117 

81 
70 
32 

70 

42 
127 
38 

28 
36 
48 
31 
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Distilled spirits: 
Bottling tax-paid, Regulations 11 amended 
Brandy, production of, Regulations 5 amended 
Drawback on wines and, Regulations 28 amended 
Gauging Manual, Articles XII and XIII amended 
Production of, Regulations 4 amended 
Rectification of wines and, Regulations 15 amended 
Regulations No. 4, Alcohol Tax Act, amended 
Regulations No. 5, Alcohol Tax Act, amended 
Regulations 11, sections 189. 131 and 189. 135 amended 
Warehousing of, Regulations 10 amended 

Dividends from building association shares, treatment 
Due date, income tax, members of armed forces and others 

outside the Americas, postponed 
Dues. (See Miscellaneous taxes: Admissions, etc. ) 

E. 

12736 
12751 
12738 
12839 
12750 
12737 
12840 
12841 
12838 
12752 
12794 

166 
155 
170 
199 
151 
168 
184 
194 
167 
159 

46 

12776 98 

Egypt does not satisfy similar credit requirement 
Employment taxes: 

Federal insurance contributions taxes, priority of United 
States claims 

Internal Revenue Code— 
Excepted services— 

Agricultural labor, fruits and vegetables, com- 
mercial handling 

Equity invested capital: 
Accumulated earnings and profits — installment sales 
Post-war credit, treatment 

Errors, minor clerical and technical, Regulations 111 and Regu- 
lations 103 amended 

Estate tax, Regulations 105 amended 
Excess profits, Vinson Act, reports required under profits-limit; 

ing provisions 
Excess Profits Tax Council: 

Constructive average base period net income— 
Determination to compersate for the effect of net 

operating loss deductions 
Factors to be considered 

Push-back rule— 
Constructive events find conditions under 
Constructive level of earnings- 

Backcast over the entire base period 
Constructive sales in territories not actually 

served prior to January 1, 1940 
Constructive sales of a by-product earnings 
Cost savings attributable to rebuilt machines 
Determination 
Earnings attributable to by-product, determina- 

tion 
Exemptions: 

Mutual insurance companies or associations 

Widow, remarried same calendar year first, husband died, 
status for income tax purposes 

Extension of time, reports of profits under Vinson Act 

12774 

12815 117 

12735 
12764 

113 
116 

12796 
12795 

82 
81 

12746 
12726 

5 
127 

12777 143 

12833 
12834 

90 
92 

12828 86 

12831 
12829 
12832 
12836 

89 
8? 
89 
94 

12830 

12724 
12725 

12741 
12777 

60 
64 

43 
143 

12835 93 

Farms, orchards, and ranches, amounts expended in develop- 
ment of, deductibility 

Fees, attorneys', certain estate tax cases, deductibility 
12740 
12726 

42 
127 
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Firearms and ammunition, manufacturers of and dealers in, 
regulations amended 

France, withholding agents, United States, authorized to re- 
lease to French Government, etc. , income taxes withheld at 
source on certain securities, etc 

Futures trading, sales or exchanges, gain or loss 

12779 

12763 
12772 

142 

77 
44 

Gain or loss: 
Futures trading, sales or exchanges 
Husband and wife, Indiana, tenants by the entirety, sepa- 

rate returns, treatment 
Insurance received for goods lost in transit, Western Hem- 

isphere trade corporations 
Sale of real property by life tenant and remainderman 

Gasoline tax, Mississippi, deductibility 
Gauging Manual, Articles XII and XIII amended 
Gifts, filing notice of, bv donees and trustees, Regulations 108 

amended 
Gross income: 

Amount paid United States by employer as liquidated 
damages under Walsh-Healey Act, deductibility 

Banks, reserve for bad debts, accounting 
Depletion, oil and gas wells, short-lived in-oil payment 

rights, deductibility 
Dividends from cooperative building association shares, 

treatment 
Elective inventory method, use of 
Fair market value of agricultural products contributed, 

treatment 
Minor clerical and technical errors, Regulations 111 and 

Regulations 103 amended 
Price indices and data published by Bureau of Labor 

Statistics, acceptability 

H 
Husband and wife: 

California, community income profits from partnership, 
treatment 

Indiana, real property held as tenants by the entirety, 
gains or losses, treatment for income tax purposes 

Michigan, income of various types, treatment for Federal 
income tax purposes 

12772 

12773 

12786 
12827 
12818 
12839 

12778 

12760 
12771 

12761 

12794 
12770 

12826 

12746 

12791 

12813 

12773 

12748 

44 

64 
66 
36 

199 

131 

28 
39 

46 
21 

15 

Indiana, husband and wife, tenants by the entirety, real prop- 
erty, separate returns 

Individuals, nonresident, increment, Treasury bills issued at dis- 
count, tax withheld at source 

Initiation fees. (See Miscellaneous taxes: Admissions, etc. ) 
Insurance companies or associations, mutual, taxability 
Insurance contributions taxes, Federal, priority of United 

States claims 
Inventory computations, elective, regulations amended 
Inventory method, elective, use of 

12773 

12742 

12724 
( 12725 

12815 
12766 
127?0 

55 

78 

60 
64 

117 
16 
21 

Joint return, change of accounting period of spouses 12812 50 
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Legislation: 
Eightieth Congress— 

Public Law No. 471 
Public Law No. 478 
Public Law No. 492 
Public Law No. 514 
Public Law No. 547 

Limitation period, claim for refund or credit 

M. 
Michigan, community property, income of various types, treat- 

ment for Federal income tax purposes 
Military and naval services termination of certain excise tax 

exemptions to members o) 
Mines, coal, construction of spur tracks by operator for use in 

mining coal, treatment 
Miscellaneous taxes: 

Admissions, dues, and initiation fees, Regulations 43 (1941) 
amended 

Admissions tax, child under 12 years of age 
Estate tax, Regulations 105 amended 
Gift tax- 

Filing notice of gifts by donee and trustees, Regula- 
tions 108 amended 

Regulations 42 (1942) amended 
Stamp taxes— 

Convertible securities, transfer of rights to subscribe 
or receive stock 

Regulations 71 amended 
Transportation of property, vehicles by ferry 

Mississippi, gasoline tax, - deductibility 
Motor fuel tax, North Dakota, deductibility 

N. 
Net income; taxpayer remarried same calendar year spouse died, 

credits against 
New Jersey, corporation business tax, accrual date for income 

tax purposes 
North Dakota, . motor. fuel tax, deductibility 

O. 
Oil and gas wells, depletion, short-lived in-oil payment rights 
Oleomargarine: 

Statistics of production and materials used— 
November, 1947 and 1946 
December, 1947 and 1946 
January, 1948 and 1947 
February, 1948 and 194? 
March, 1948 and 194? 
April, 1948 and 1947 

Operating loss deduction, consolidated net, Regulations 110 
amended 

P. 
Patent license agreements, royalties; assignment of royalties 
Pennsylvania, Community Property Act held invalid by. State 

supreme court, effect 
Powers of appointment, release of, under certain discretionary 

trusts, regulations amended 
Price indices and data published by Bureau of Labor Statistics, 

acce tability p 

12798 
12808 
12809 
12810 
12824 
12733 
12734 

211 
235 
235 
237 
238 
102 
109 

12748 52 

12758 

( 
12730 
12731 

140 
40 
42 

12780 
12819 
12726 

12767 
12778 
12758 

137 
139 
127 

129 
131 
140 

12837 
12806 
12820 
12818 
12755 

136 
133 
141' 
36 
31 

12741 

12732 
12755 

43 

12761 

12743 
12753 
12765 
12788 
12807 
12823 

12814 

201 
202 
203 
204 
205 
206 

77 

12791 18 

12803 

12723 52 

12767 129 
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Production of distilled spirits, Regulations 4 amended 
Public Laws: 

Eightieth Congress- 
No. 471, reducing individual income tax payments, etc 
No. 478, amending the Interstate Commerce Act, as 

amended, etc 
No. 492, excluding certain vendors of newspapers or 

magazines from certain provisions of Social Security 
Act and Internal Revenue Code 

No. 514, amending sections 212(b) and 231(d) of the 
Internal Revenue Code 

No. 547, making supplemental appropriations for the 
national defense for the fiscal year ending June 80, 
1948, etc 

Push-back rule, Excess Profits Tax Council: 
Constructive events and conditions under 
Constructive level of earnings, determination 
Constructive sales in territories not actually served prior to 

January 1, 1940 
Constructive sales of a by-product, earnings 
Cost savings attributable to rebuilt machines 
Earnings attributable to by-product determination 

12750 151 

12798 291 

12808 235 

12824 238 

12828 
12886 

86 
94 

12831 
12829 
12882 
12830 

89 
87 
89 

12809 235 

12810 287 

Real property, sale by life tenant and remainderman, deter- 
mination of gain 

Refunds and credits, limitation upon crediting and refunding of 
tax 

Regulations: 
See Amendments: Regulations. 
Time for performing certain acts postponed by reason of 

r 
Trading With the Enemy Act 

Returns: 
Affiliated corporations, election to file separate income tax 

returns for 1948 fiscal years 
Consolidated income and excess profits tax, affiliated cor- 

porations 
Individual, Pennsylvania Community Property Act held 

invalid by State supreme court, effect 
Revenue Act, of 1948 (Public Law 471, Eightieth Congress) 

(See also Committee reports. ) 
Rhode Island, sales and use taxes, deductibility 

12827 
12783 
12784 

12776 
12797 

12756 

12762 

12728 
12798 

12804 

66 
102 
109 

98 
144 

76 

72 

52 
211 

34 

Sales tax, Rhode Island, deductibility 
Securities acquired and held solely for investment, gain or loss 
Securities, bad debts, deductibility 
Securities, convertible, transfer of rights to subscribe or receive 

s tock 
Similar credit requirement: 

E gvpt-— 
Switzerland and Canton of Geneva 

Spouse, deceased, time for filing final returns, Regulations 111 
amended 

Stamp taxes. (8ee also AIiscellaneous taxes. ) 
Regulations 71 amended 

Switzerland, satisfies similar credit requirement 

12804 
12749 
12785 

34 
69 
88 

12774 
12775 

72 
72 

12816 58 

12806 
12775 

138 
72 

12887 186 
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Tax Court of the United States, The: 
Decisions of, list of acquiescences and nonacquiescences 

Tax tables, withholding, 10-day and 28-day periods 
Tennessee: 

Tobacco tax, deductibility 
Use tax, deductibility 

Tobacco; 
Statement of manufactured, produced, by classes— 

October, 1947 and 1946 
November, 1947 and 1946 
December, 1947 and 1946 
January, 1948 and 1947 
February, 1948 and 1947 
March, 1948 and 1947 

Tobacco tax, Tennessee, deductibility 
Trading iVith the Enemy Act, section 86 added 
Transportation of property, transportation of vehicles by ferry, 

application of tax 

12825 
12805 

12798 
12792 

12727 
12744 
12759 
12781 
12800 
12821 
12798 
12797 

12820 

1 — 4 
95 

38 
32 

207 
207 
207 
208 
208 
208 
33 

144 

141 

United States and United Kingdom, tax convention, Regula- 
tions 111 amended 

Usc taxes: 
Rhode Island, deductibility 
Tennessee, deductibility 

12768 

12804 
12792 

80 

84 
82 

Vinson Act, reports required under profits-limiting provisions 12777 143 

Warehousing distilled spirits, Regulations 10 amended 
Western Hemisphere trade corporations, insurance received, 

goods lost in transit, gain or loss 
Widow, remarried same calendar year first husband died, status 

for income tax purposes 
Wines: 

Drawback on distilled spirits and, Regulations 28 aniended 
Rectification of distilled spirits and, Regulations 15 

amended 
Wisconsin, husband and wife, joint tenants, rent paid by 

husband, deductibility 
W'ithholding of tax at source: 

Increment on Treasury bills issued at, discount received by 
nonresident alien individual or corporation, treatment 

Release to French Government of Federal income taxes 
withheld on securities held by French nationals and 
others 

Withholding tax tables 10-day and 28-day periods 

12752 159 

12786 

12741 

64 

12784 30 

12742 78 

12763 
12805 

77 
95 

12788 170 

12787 168 
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